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The Accounting Aspect of Anglo-Australian 
Exchange 


We publish in this issue two important contributions by promi- 
nent Australian bankers to the study of problems arising from 
the foreign exchanges. In the account of the Jubilee celebrations 
of the Commonwealth Institute of Accountants we have included 
a summary of a most valuable paper delivered to the Institute by 
Mr. A. C. Davidson, General Manager of the Bank of New South 
Wales, on the subject “The Foreign Exchange,” and are fortunate 
also in being able to publish an address delivered to the Tasmanian 
Division of the Federal Institute of Accountants by Mr. A. E. 
Watson, under the title of “The Gold Standard and Foreign Rates 
of Exchange.” 

The two lectures covered a very wide area, and it is not our 
intention to attempt in this short article a commentary on the 
various matters discussed by the lecturers. The coincidence of 
the lectures, delivered as they were in States far separated, almost 
simultaneously, has, however, directed our thoughts towards an 
accountancy problem arising from the departure of the Australian 
pound from parity with the English pound. 

As Mr. Davidson pointed out, the management of the Anglo- 
Australian exchange rate by Australian banking institutions has 
throughout our history resulted in a close correspondence between 
the two currencies, and only on one occasion has there been a 
violent alteration of the Anglo-Australian exchange rate. 

Something like a tradition of stability of that rate was in fact 
developed before the War. Australian currency was always closely 
allied to sterling, and stability of the exchanges was, speaking 
generally, found to be compatible with stability of the internal 
price level. The fact that it was possible to effect both exchange 
stability and internal price stability tended to obscure the possi- 
bility that there might some day arise circumstances in which a 
decision must be made between the two. 

At the onset of the depression, there was a rude awakening in 
this regard. A momentous decision had to be made—whether the 
traditional policy of exchange stability should be adhered to in 
the altered circumstances of the Australian economy, or whether, 
in order to avoid deflation of a probably calamitous order, the 
traditional policy should be scrapped in favour of a policy designed 
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to safeguard, as far as possible, the Australian internal price 
structure. Similar problems have since been faced by every country 
in the world, and the steps taken by various countries in turn have 
strengthened the belief that the course taken in Australia was the 
right course. As Mr. Watson puts it, “the ideal at which to aim 
is that internal stability must not be impaired by a desire for 
exchange stability if both cannot be achieved.” 

However, apart from the initial disturbance late in 1930 and 
early in 1931, when the exchange rate rose by rapid steps to £130, 
and the minor adjustment in December, 1931, when it was reduced 
to £125, we appear to have reverted to the exchange stability policy 
at a new parity. 

As to the future course of the foreign exchanges, many complex 
factors are involved, and he would be a rash man who would 
attempt to prophesy far in advance. There is, nevertheless, a 
strong suggestion in the comment by Mr. Watson that, until the 
reserves of the Australian banks in London are built up to a much 
more substantial figure than that at which they stand to-day, he did 
not think that any alteration should be made in the present rate. 

The depreciation of the Australian pound in relation to sterling 
has already existed for more than five years, and it appears to be 
certain that it will continue for some time to come. Therefore, it 
would seem to be desirable to consider whether the principles which 
are generally applied in dealing with foreign exchange variation 
in books of account should not be applied to the accounts of Anglo- 
Australian concerns, or those Australian businesses which have 
dealings in other British countries. 

So far as we know there has been little attempt to deal in books 
of account with the variations in the Anglo-Australian exchange 
rate in the ways which would naturally have been used to record 
variations in the exchanges between Australia and, say, France. 

Several reasons account for this apparent reluctance fully to 
recognise that the Australian pound is not synonymous with the 
English pound. The fact that the units of the two currencies bear 
identical names has been one important influence, though, of course, 
no one suggests that the American dollar necessarily bears any 
fixed relationship to the Chinese dollar merely because they bear 
the same name. The long-continued affinity between the Australian 
pound and the English pound re-inforced the natural tendency 
to think of them as identical. There is, moreover, perhaps some 
repugnance in the idea that anything appertaining to Britain should 
be thought of in Australia as “foreign,” though in a community 
which has become accustomed to companies domiciled in one State 
of the Commonwealth being registered as “foreign” companies in 
another State that antipathy to a mere term should by now have 
lost its potency. 

Possibly the strongest deterrent to the application of the account- 
ing principles relating to foreign exchanges to Anglo-Australian 
accounts has been the widely-held belief that the substantial 
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departure from parity with sterling in 1931 was a temporary 
phenomenon. 

In the accounts and reports of large Anglo-Australian companies 
this belief has been frequently expressed, as is indicated by the 
following extracts from annual addresses of chairmen of such 
companies : 


“If and when Australian exchange moves towards parity, 
the amount now earmarked (as “Currency Reserve”) will 
proportionately become freed.” 

“The directors look on the present abnormal exchange posi- 
tion as only a temporary phase and that the exchange .. . 
will, as trade improves and the balance swings more and 
more in favour of Australia, gradually return to par.” 

“For the purposes of the balance-sheet, the Australian assets 
and liabilities are taken at par of exchange.” 

“The adverse exchange position has been causing great 
anxiety.... I think... it is only temporary.” 

“No provision has been made in the accounts for deprecia- 
tion due to the adverse exchanges between Australia and 
New Zealand and this country. The board believes that these 
rates of exchange, are at least to a large degree, temporary.” 


In the accounts, the discrepancy between Australia and English 
currencies has been dealt with in various ways, such as by ignor- 
ing the difference in the balance-sheet itself and merely referring 
to it in a footnote or by the transfer of round amounts to ear- 
marked reserves. 

In view of the comments by Mr. Davidson and Mr. Watson 
it is clear that the depreciation of the Australian pound should now 
be regarded as something more than a temporary fluctuation, unless 
“temporary” is interpreted by reference to history rather than 
business. Hence there is surely a good case for treating Anglo- 
Australian accounts on precisely the same lines as any other 
accounts in which assets and liabilities are expressed in different 
currencies. 

The problem concerns not only the large companies with assets 
and liabilities of some magnitude in Australia and Great Britain, 
but all concerns with branches in England or which, in the course 
of their business, incur liabilities or acquire assets abroad, which 
are not immediately liquidated by transfers from or to Australia. 
In all such instances, the correct accounting procedure should be 
to convert the English assets, liabilities, expenses and revenues to 
Australian currency before incorporating them in the Australian 
accounts, on the well-established accountancy principles for record- 
ing foreign exchange variations, or if the accounts are to be 
prepared in English currency, to convert the Australian trial 
balance to that currency in like manner. 
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Commonwealth Institute of Accountants 
Jubilee Celebrations 


The Commonwealth Institute of Accountants was incorporated 
in Victoria, under the title of “The Incorporated Institute of 
Accountants, Victoria,” on March 1, 1887. 

The occasion of the fiftieth anniversary of this important develop- 
ment in the history of the accountancy profession in Australia 
was honoured in three ways—by the inclusion in the Jubilee Year 
Book of the Institute of a specially-prepared Historical Survey, 
by the holding of the annual meeting of members of each Division 
in conjunction with a social function in each State of the Common. 
wealth on March 1, 1937, the precise date of the anniversary, and 
by a programme of technical and social functions in Sydney, 
extending from March 15 to March 19. 

The Historical Survey was prepared by Mr. O. R. MacDonald, 
with the assistance of Mr. R. J. Oehr, Registrar of the Institute, 
and Mr. C. W. Andersen, Assistant-Registrar. It has been most 
favourably received, not only by members of the Institute, but by 
many prominent leaders of other professions and the business com- 
munity, and the many eulogistic references made to its quality 
since its publication have shown that it was worthy of the occasion. 

The divisional functions on March 1 were, without exception, 
most successful. In each instance, the meetings were attended 
by a large number of members and prominent public men, anda 
feature of the speeches in each State was the expression oj 
appreciation by representatives of business and _ professional 
organisations of the work that has been done by the Common- 
wealth Institute. 

At each meeting, greetings were conveyed, by means of records, 
from the State Presidents of all other Divisions. It is significant 
that, although there had been no collaboration between the State 
Presidents in the preparation of these short speeches, they all 
struck the same note—that of pride in the achievements of the 
past, gratitude to the founders and pioneers of the Institute, and 
determination that the Institute should continue its efforts towards 
the elevation of the status of the accountant, individually and 
collectively. 

The reception accorded to the Historical Survey and the success 
of the Divisional meetings had strengthened the hopes that the 
main celebrations in Sydney would be an outstanding success and 
would fittingly mark the end of the first fifty years of the Insti- 
tute’s career of usefulness. Those hopes were fully realized. The 
various functions were carried through without a hitch from start 
to finish, and the organisation of a crowded week of social and 
business activities reflected the utmost credit on those responsible. 
An immense amount of work was thrown upon the officers of the 
Institute and upon the members of the New South Wales Divisional 
Council, and one and all rose to the occasion. Particular reference 
should, we think, be made to the invaluable work done by the 
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General President, Mr. H. J. Trist, the President of the New 
South Wales Division, Mr. S. W. Griffith, Mr. O. H. Paton, a 
member of the New South Wales Divisional Council (who was 
responsible particularly for the arrangements in connection with 
the social functions), Mr. E. W. Ernest Jones, State Registrar 
of the New South Wales Division, Mr. C. W. Andersen, Assis- 
tant-Registrar of the Institute (whose services were given to the 
New South Wales Division for some days prior to the commence- 
ment of the celebrations), and to Miss N. Hittman, of the New 
South Wales office of the Institute (who acted as secretary of the 
Ladies’ Committee). 


Civic RECEPTION 


The week’s activities commenced at 11.30 a.m. on Monday, March 
15, when the Lord Mayor of Sydney, Alderman the Hon. Archi- 
bald Howie, M.L.c., at the Sydney Town Hall, extended a welcome 
to the General Councillors and visiting members from other States. 
He was thanked for his courtesy by the General President, Mr. 
H. J. Trist, and by the Vice-Presidents, Messrs. J. S. McInnes 
and H. H. Cummins. 

The Lord Mayor subsequently entertained the members present 
in the buffet room and was thanked for his hospitality. 


LAYING OF WREATH ON CENOTAPH 


At 12.30 p.m., the General President, accompanied by General 
Councillors and visitors, performed the ceremony of laying a 
wreath on the Cenotaph in Martin Place, in memory of the Aus- 
tralian soldiers who fell in the War. 


MEMBERS’ LUNCHEON 


The Members’ Luncheon, held at David Jones’ Auditorium, at 
12.45 p.m. on Monday, March 15, was attended by 124 members 
and official guests. The attendance was adversely affected by the 
stormy weather, which continued throughout the day and the 
following day, but which was succeeded on the last three days of 
the celebrations by conditions much more pleasant and more 
characteristic of sunny New South Wales. 

The General President welcomed the guests and intimated that 
congratulatory messages had been received from many Institutes 
and societies of accountants overseas. 

Mr. J. M. Hardie, representing the Scottish Institute of 
Chartered Accountants, Mr. W. T. Morris, representing the 
Society of Incorporated Accountants and Auditors (England), 
and Mr. B. H. Anderson, representing the London Association of 
Certified Accountants, congratulated the Institute on the attain- 
ment of the fiftieth anniversary of incorporation and wished it 
continued success. 

Representatives from each State Division also conveyed the 
greetings and good wishes of their respective Divisions. 
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GENERAL CouNcIL MEETING 


The afternoon of Monday was devoted to the General Coungj 
meeting, which was continued on Tuesday, Wednesday and Thurs. 
day (mornings and afternoons) and the morning of Friday. The 
principal decisions of the Council are reported in the Supplement 
to this issue of the journal. 


First TECHNICAL SESSION 


On Monday evening, the first of the two technical sessions was 
held, when an address prepared by the Hon. E. S. Spooner, m..a, 
A.1.c.A., Minister for Works and Local Government, was submitted, 

The General President, who occupied the Chair, apologized for 
the absence of Mr. Spooner, who had been prevented from attend- 
ing by a bereavement in his family, and intimated that a letter of 
condolence was being sent to Mr. Spooner. A transcript of the 
address had been forwarded, however, and Mr. J. S. McInnes had 
undertaken to read the address to the meeting, which he did ina 
most able manner. 

Mr. Spooner’s paper was entitled “State Development and Its 
Relation to Loan Expenditure.” Its purpose was to examine three 
issues that vitally concern the future of New South Wales, namely: 


(a) Assuming that it is right for New South Wales to bk 
developed, how will it best achieve such development? 

(b) Is it possible to finance development without the reason- 
able expenditure of loan funds? 

(c) What measure of developmient have we secured to com- 
pensate the State for the Public Debt incurred to date? 


Mr. Spooner said that reasonable borrowing for the development 
of the State was not an unsound policy, provided that the develop- 
ment was so co-ordinated as to make the expenditure productive. 
and provided that the borrowing was covered by systematic repay- 
ment from revenue. 

The Public Debt of the State was approximately £412,000,000, 
equal to £154 per capita. The annual repayments of principal 
including £2,800,000 contributions to Sinking Funds, were approxi- 
mately £4,000,000. No substantial sum was available from 
Revenue for developmental expenditure. If there were surpluses 
in the State accounts to-day, after fairly providing for social ser- 
vices and interest commitments the taxpayer would demand reduc- 
tions in taxation and he would be reasonably entitled to 
reductions. 

He denied that the loan expenditure of recent years had unduly 
increased the public debt proper. In 81 years, loan expenditure 
had been practically equal to the total taxes collected and ont 
quarter of the receipts from all sources. To have paid for al 
developmental works out of revenue, taxation would have had to 
be doubled or else all governmental charges, including taxation, 
raised by at least 25%. 
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He concluded by summarising the arguments in his paper as 
follows : 

(a) The development of New South Wales depends very 
largely upon the judicious expenditure of carefully con- 
trolled borrowings. 

(b) The funds required for development cannot be provided 
from taxation, and, indeed, it would be unjust to present- 
day taxpayers if this were attempted. 

(c) Present borrowings are much lighter than in pre- 
depression years. 

(d) The public debt is well regulated under the Financial 
Agreement between the Commonwealth and the States. 

(e) The wise expenditure of loan moneys upon State develop- 
ment is closely associated with any policy that may be 
evolved for the national development of Australia and, 
in particular, of the State of New South Wales. 


In moving a vote of thanks to Mr. Spooner for his thought- 
provoking address, Mr. A. A. Fitzgerald, of Melbourne, said that, 
in criticizing public loan expenditure, it was necessary to take into 
account not only its financial and economic aspects, but also its 
social aspects. A classic illustration of that was provided by Great 
Britain, which had now been forced into the position of having 
largely to increase the non-productive debt for expenditure on 
armaments, as a matter of pure social necessity. 

He agreed with Mr. Spooner that it would not be possible, in 
anew country such as Australia, to finance necessary development 
without resort to loans. It was extremely difficult, if not impos- 
sible, to measure the extent of the indirect benefits of public loan 
expenditure, but a vital necessity was the development of some 
machinery whereby loan expenditure might be intelligently con- 
trolled. The setting up of Economic Councils, on which both 
economists and accountants should be represented, in order to 
examine the financial and economic aspects of all proposals for 
loan expenditure, offered the best possibility of ensuring that 
unwise projects would not be light-heartedly entered upon. 

He thought that the Financial Agreement between the Common- 
wealth and the States was open to serious objection as a means, 
in itself, of regulating loan policy. It was questionable whether 
it was wise, or even practicable, for a new country to pay off its 
public debt in 58 years, and the difficulty of doing so was empha- 
sised by the experience in Australia in recent years. New South 
Wales, for example, as shown by Mr. Spooner’s paper, had paid 
into the Sinking Fund £30,000,000 during a period in which her 
deficits on Consolidated Revenue amounted to £37,000,000. He 
questioned whether it could properly be said that the public debt 
was well regulated when the State had to borrow to make contribu- 
tions to the National Debt Sinking Fund. 

Another question that had not so far been satisfactorily investi- 
gated was the relationship between the Sinking Fund and the 
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depreciation of some of the assets on which loan moneys had been 
spent. In this conncetion, he referred appreciatively to the excel- 
lent system of accounts in operation in certain of the public depart- 
ments in South Australia, and expressed the hope that similar 
systems would be adopted in the other States. 

The vote was supported by Mr. G. F. Offner, of Brisbane, who 
also questioned whether the borrowing policy of the States could 
be truly said to be “well regulated.” From the point of view of 
the accountant, it was not so important a matter that a loan was 
needed as it was to see how the loan was expended. In Queens- 
land, there had been many instances of unproductive expenditure. 

It would be interesting if balance sheets of the States could be 
prepared, showing the assets as well as the Loan liability, but he 
suspected there would be a great deal of intangible assets. 

Mr. A. Clunies Ross, of Sydney, in supporting the motion, drew 
attention to the restraining influence of the Commonwealth 
Bank Board in connection with loan proposals. In the New South 
Wales public accounts there were many balance sheets, some of 
which contained as assets figures relating to activities which had 
been discontinued many years ago. As to the relationship between 
the Sinking Fund contributions and the depreciation of the assets, 
he doubted whether there was any direct relation. 

The vote, on being put to the meeting, was carried with acclama- 
tion, and the General President announced that the thanks of the 
meeting would be conveyed to Mr. Spooner for the time and 
thought he had given to the preparation of the paper. 


PRESIDENT’S RECEPTION AND DANCE 


At 8.30 p.m. on Tuesday, March 16, about 200 guests were 
received at “The Wentworth” by the General President, Mr. H. J. 
Trist, who was assisted by Mrs. Trist. 

The dance was thoroughly enjoyed by all present, and a high- 
light of the night was the introduction, at midnight, of a huge 
ice-cream cake, surmounted by fifty candles, and bearing the 
inscription “1887-1937.” On the cutting of the cake by Mrs. 
Trist, the toast of “The Institute” was honoured. 


JuBILEE BANQUET 


The principal social event of the week was the Jubilee Banquet 
held at the Australia Hotel on Wednesday, March 17, at 7 p.m. 
A distinguished gathering included His Excellency the Lieutenant- 
Governor of New South Wales, the Hon. Sir Philip Whistler 
Street, K.C.M.G., B.A., the Right Hon. W. M. Hughes, m.#.2, 
Federal Minister for Health, Sir Daniel Levy, KT., B.A., LLB. 
M.L.A., Speaker of the Legislative Assembly of New South Wales, 
the Hon. D. H. Drummond, m.t.a., Minister for Education 
(N.S.W.), the Right Hon. the Lord Mayor (Alderman the Hon. 
Archibald Howie, m.t.c.), Dr. R. S. Wallace, Vice-Chancellor of 
the University of Sydney, the Hon. Mr. Justice R. H. Long Innes, 
B.A., B.C.L. (oxon), Chief Judge in Equity, representatives of the 
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Sydney Chamber of Commerce, the Chamber of Manufactures 
of New South Wales, the Employers’ Federation of New South 
Wales, and leading public officials. Kindred societies represented 
were [he Federal Institute of Accountants, The Australasian Insti- 
tute of Cost Accountants, the Association of Accountants of Aus- 
tralia, the Society of Incorporated Accountants and Auditors 

(England) and the London Association of Certified Accountants. 

The toast list was as follows: 

His Majesty the King: Proposed by the President. 

His Excellency the Lieutenant-Governor of New South Wales, 
the Hon. Sir Philip Whistler Street, K.c.m.c.: Proposed by 
the President. 

The Commonwealth Institute of Accountants: Proposed by 
His Excellency the Lieutenant-Governor, and responded 
to by the President. 

Commonwealth and State Parliaments: Proposed by Mr. 
J. S. McInnes, and responded to by the Right Hon. W. M. 
Hughes and the Hon. D. H. Drummond. 

The City of Sydney: Proposed by Mr. H. H. Cummins, and 
responded to by the Right Hon. the Lord Mayor. 

Commerce and Industry: Proposed by Mr. A. A. Fitzgerald, 
and responded to by Mr. V. G. Watson, Treasurer, Sydney 
Chamber of Commerce, and Mr. James Henry, Vice-Presi- 
dent, Chamber of Manufactures of New South Wales. 

The Guests: Proposed by Col. M. F. Beevor, and responded 
to by Sir Daniel Levy and the Hon. Mr. Justice R. H. 
Long Innes. 

The lengthy toast list made it unavoidable that the proceedings 
should be carried on till a very late hour, but the quality of the 
speeches was such that interest was sustained throughout. Space 
limitations make it impossible for us to report the speeches, but 
they will appear in full in the Jubilee Proceedings, which are to be 
published by the Institute. 

The subjects touched upon by the various speakers included the 
position of accountants in commerce and public finance, the public 
debt of Australia and the States, the possibility of the collection 
of statistics relating to specific industries and to commerce in 
general, the assistance rendered by accountancy institutes to the 
kgislatures, business education and business research. 


SECOND TECHNICAL SESSION 


The second technical session was held on Thursday, March 18, 
a8 p.m., when Mr. A. C. Davidson, a.1.c.a., General Manager of 
the Bank of New South Wales, delivered an address to a large 
audience on “The Foreign Exchanges.” 

The chair was taken on this occasion by Mr. H. H. Cummins, 
of Hobart, a Vice-President of the Institute, who, in introducing 
Mr. Davidson, said that the meeting was fortunate in having such 
acomplex subject dealt with by one who had the practical handling 
of the problems involved. 
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Mr. Davidson said that foreign exchange was one of the mos 
intricate of the subjects that came within the range of banking 
to-day. He thought that it would be wise to deal with the develop. 
ment of the exchanges, leading up to the great changes that have 
taken place recently, in order more especially to assist the younger 
members of the Institute. In that respect, he thought the Institute 
performed a very important function in the community, because jt 
did not confine its teaching and training to those who intend to 
become professional accountants, but extended its activities to 
those who were going into the commercial and business life of the 
community. 

Rapid changes were taking place in the financial system, analo- 
gous to those which were occurring in the scientific world. We 
were so accustomed to spectacular changes, however, that we were 
apt to overlook the fact that changes as startling as those taking 
place in the scientific world were taking place in the banking 
system. 

One illustration of the changes was the development of central 
banking, concerning which there was only one text-book in exist- 
ence, the last edition of which was published in 1932, but which 
was already quite out of date. 

The history of foreign exchanges in modern times was divisible 
into three periods—the period before the development of the gold 
standard, the gold standard period, and the period since the gold 
standard. 

It was not until 1816 that the sovereign, which so many people 
think of as a sacrosanct coin, was actually devised and mate 
legal. England thus went on to gold as a standard in the early 
part of the last century. During the greater part of that century 
most of the rest of the world was not on gold. Germany, for 
example, was on a silver basis until after the Franco-Prussian 
war. 

The international gold standard was, in fact, in operation only 
for the short period of forty years, and during that time London 
was the only free international market for gold. Thus it was quite 
wrong to assume, as was done by many who were brought up while 
the gold standard was in operation, that the gold standard had 
been in existence from time immemorial. 

The gold standard was discarded in 1914, and after the War 
there was an attempt, led by Great Britain, to bring the world back 
to gold. Great Britain actually maintained her position on the 
gold standard, with free movement of gold, from 1925 to 1931, but 
at very considerable cost to herself. Certain countries tried to 
remain on gold after she had again departed from it, but in the 
second half of last year they had had to abandon the attempt. 

All important currencies are now “managed”—the most “mat- 
aged” (or mismanaged) being that of Germany, which still pro- 
fessed to be on gold. But it was a mistake to think of the change 
over from the gold standard days to the present system of paper 
currencies as a change from automatism to management. It was 
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more correctly, a change from a limited or restricted control to an 
opportunity of efficient management. 

The cardinal difference between the gold standard and the 
“managed” currency is that the managed currency is directed 
towards maintenance of the internal stability of a country, regard- 
less of exchange movements, whereas under the gold standard the 
exchange movements were the supreme factor, and very often 
internal stability had to be sacrificed, more or less, to re-adjust- 
ments of exchange movements. 

The principal limitation on the possibility of maintenance of 
balance in the internal economy by managed exchanges was prob- 
ably the consideration of the preservation of confidence in the 
currency. Probably the easiest way to destroy that confidence was 
by excessive governmental spending—a position which might easily 
arise to-day in New Zealand, for example. 

The important economic objective was the necessity to expand 
trade and so improve the conditions of all communities. It was 
fairly generally agreed among the authorities to-day that it is very 
doubtful whether rigid exchange rates would increase the volume 
of international trade. He thought that emphasis should be placed 
ona policy of flexibility in the exchanges rather than rigidity, for 
the reason that international relations are dependent, in the last 
resort, on the state of home industry in each country, and it was 
therefore important to maintain economic stability in each country. 

Since the abandonment of the gold standard it had become neces- 
sary to devise some means of preventing the violent changes in 
exchange rates which were the natural result of violent transfers 
of capital from one financial centre to another. The problem had 
been met by the establishment of Exchange Equalisation (or 
Stabilisation) Funds—a method quite different from the clumsy 
method of gold movements. 

Great Britain had been able to operate the system in a most 
successful manner. More difficulty had been experienced in 
U.S.A., for the reason that when the U.S.A. fund was established 
early in 1934, the Government provided it with gold but no cur- 
rency, and it was very soon found that gold alone was a very 
serious embarrassment. 

The Exchange Funds are the result of very close collaboration 
between the Central Bank and the Government, and in no other 
way could they be successful. In a country like Great Britain, 
where the Central Bank has been in existence for a long time and 
there has been built up a strong and well-rooted tradition, the 
position is quite secure. 

The Funds were instituted to prevent sudden fluctuations in 
exchange rates of an uncomfortable order, not to peg exchange 
rates permanently at a fixed figure. Their function was to buy and 
hold foreign currencies in such a way as to neutralise violent 
fluctuations in the rates, and, incidentally, to discourage speculation. 

The management of the Funds was a matter of extreme difficulty 
and complexity, and a very high order of experience and technique 
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was required. The important point was that, whenever the British 
Exchange account buys foreign currencies it at once exchanges 
them for gold at the Central Bank, or with the Exchange Fund of 
the country in question. The Exchange Funds of other countries 
follow the same procedure, so that in practice each Exchange Fund 
deals solely in its own currency against gold. The Exchange Fund 
must thus carry an adequate stock both of its own currency and 
gold. 

The establishment of the two large and important Exchange 
Funds in London and New York has led to Great Britain becom- 
ing the centre and leader of a great group of nations which are 
known now as the Sterling Area. This international agreement 
marked a considerable step forward in that it brought about the 
opportunity of co-operation between several nations in dealing 
with their exchanges. It would not be surprising if this were the 
final development required to make it unnecessary, or even impos- 
sible, to return to the gold standard at any future time. 

Since the international agreement, the exchanges had been kept 
stable. The Funds, however, needed very careful handling, and 
there were dangers. There was the danger that there might be 
brought about at times a difference between the internal credit 
position. It would be difficult to distinguish with any degree of 
certainty between temporary movements and those movements 
which indicated international dis-equilibria of a more or less 
permanent nature. Those difficulties would tax the ability and 
skill of those in charge of the Funds. 

Would the international agreement bring about the greatly 
desired revival of international trade? Reasonable currency 
stability was an important and necessary factor for such a revival, 
but there was little likelihood of any real progress until the 
crippling influence of exchange restrictions and quotas was 
removed. 

Another danger lay in the relationship between Central Banks 
and governments and the desirability of explanation between 
governments of any action that might be required or taken. Politi 
cal significance might be attached to any monetary agreement, and 
government intervention might be an obstacle to action which a 
Central Bank might desire to take to forestall changes in the 
economic position. 

The need for the utmost secrecy in the operation of the 
Exchange Funds was obvious. That meant that one of the great 
protections that we had been taught to look to in democratic 
countries, namely publicity, could not be availed of. 

So far as Australia was concerned, it was a matter of great 
interest and satisfaction that the traditional exchange policy fol- 
lowed in Australia had been a managed exchange, much on the 
lines of that recently adopted in Europe. In spite of the marked 
seasonal fluctuations, and of the fact that the Australian system 
had had to break one of the fundamental rules of exchange manage- 
ment by holding large balances outside the country, the exchange 
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rates had been held steady, apart from some small changes. There 
had been only one occasion on which there had been a violent 
change in the Australian exchange rate and that had been due 
to circumstances outside our control. 

Under the new system, the British Equalisation Fund had been 
used to support and help a foreign currency. Might we not, in 
future years, see the use of that Fund to help and support the 
currencies of the Dominions whenever necessary? 

A vote of thanks to Mr. Davidson for his address was moved 
by Mr. A. A. Fitzgerald, who paid a tribute to the speaker for the 
facility with which he had dealt with a most intricate subject. Mr. 
Davidson was in the forefront of those responsible for the taking 
of the steps which brought about stability of the internal price 
level in Australia during the depression. His lecture had been 
an interesting commentary on the views of those who were already 
commencing to talk of the need for a reduction in the Anglo- 
Australian exchange rate. 

Mr. Davidson had spoken of the change from a limited degree 
of management to a greater degree of management. The question 
naturally arose, who was to do that management, with what 
weapons and with the aid of what information. The Common- 
wealth Bank, as a Central Bank, would need all the information it 
could gather to enable it to perform its functions, it would need 
the support and sympathy of every thinking man in the community, 
and, above all, it must be kept free from any suspicion that it is 
the plaything of politics. 

In supporting the motion, Mr. J. A. L. Gunn said that Mr. 
Davidson was the man who saved Australia from the most dire 
possibilities when the depression hit her like a hurricane. He had 
played the foremost part in bringing about the movement in the 
Anglo-Australian exchange rate and thus avoiding the inevitable 
results of the alternative of deflation, namely wholesale bank- 
ruptcies and unemployment. 

Our actions early in the depression were trenchantly criticised by 
many Overseas economists, but now that it had been shown that 
the steps we took were successful, we were models of discretion. 

As Mr. Bob Sawyer had remarked, apropos of hot punch as a 
remedy for rheumatism, if it ever failed to act as a preventative, 
it was merely because the patient fell into the vulgar error of not 
taking enough of it. If this lecture had not been profitable, the 
only reason it had failed was that we had not had enough of it. 
He hoped that the members of the Institute might hear Mr. 
Davidson again. 

Mr. A. Clunies Ross also expressed the appreciation of the 
audience of the address. He referred to the suggestion made by 
Professor Leacock that it would be a useful and economical step 
if, instead of going to all the effort of mining gold to be ear- 
marked in vaults, the gold should be ear-marked before it was 
mined, 

The Chairman conveyed to Mr. Davidson the thanks of the 
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meeting, and, in reply, Mr. Davidson said that the difficulty he had 
in dealing with Mr. Clunies Ross’s comment was that he wa; 
entirely in agreement with it. If we had not reached that stage 
already, we had got very close to being in the humorous position 
of digging gold out of one part of the earth’s surface to bury i 
in another. But in all human knowledge there was nothing better 
than gold into which the Equalisation Funds could convert am 
foreign currency they might hold. The essential point was that 
the Fund must not itself take up an exposed position in am 
foreign currency, therefore it must convert that currency into the 
thing that had the least disadvantages that it could find—and 
that was gold. 

Concluding, Mr. Davidson referred again to the great assistance 
given by the Commonwealth Institute to the commercial com- 
munity by its work amongst the younger members. In the institu. 
tion which he served the young officers were encouraged to study 
accountancy, and many of them did so under the egis of the 
Institute. He had done so himself. He wished the Institute, its 
members and students, all success and prosperity. 


Sports AFTERNOON 


The week’s festivities concluded on Friday afternoon with a 
Sports Afternoon, in ideal weather conditions. At “The Lakes’ 
Golf Club a Stapleford competition was conducted. There wer 
thirty-five competitors, and the winners, Messrs. H. P. Ogilvie 


of Melbourne (34 points), and Mr. N. B. Lewis, of Sydney (32 
points) were presented with silver cups, engraved “Common- 
wealth Institute of Accountants—Jubilee, 1937.” 

At Moore Park, a tennis tournament was won by Messrs. L. W. 
Chant, of Sydney, and F. S. S. Scorer, of Newcastle. 

At the conclusion of the sports events, the golf and tennis 
players were entertained by the Institute at a farewell re-union at 
“The Lakes” Golf Club, when the wives of General and State 
Councillors and visiting members also participated, and a series 
of toasts, enthusiastically honoured, brought to a fitting conclu. 
sion a ‘nemorable week. 

THE LapDIEs 

A committee of ladies, comprising wives of New South Wales 
Divisional Councillors, was formed for the express purpose 0 
arranging for the entertainment of the ladies who accompanieé 
members from other States. 

The visitors included Mesdames G. F. Offner and J. S. McInnes 
(Queensland), Mrs. M. F. Beevor (South Australia), Mesdames 
W. J. Laing, R. J. Oehr, H. P. Ogilvie, A. A. Fitzgerald, J. G 
Davis, E. R. Barker, J. W. Ross (Victoria) and Misses Appleby, 
Ogilvie and Hughes (Victoria). 

On Monday, March 15, the visiting ladies were entertained a 
afternoon tea at Vere Matthews’ Cafe, King Street, when Mr 
S. W. Griffith, in an appropriate little speech, welcomed the guests 
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and expressed the hope that their stay in Sydney would be most 
enjoyable. 

A harbour trip which had been arranged for Tuesday, March 16, 
was, unfortunately, abandoned owing to the unsuitability of the 
weather. 

On Wednesday, March 17, the ladies attended a picture party 
at the State Theatre, after which they adjourned to the Australia 
Hotel to partake of supper in company with the menfolk who had 
attended the banquet on that evening. 

A trip to the Lapstone Hotel by parlour coach on Thursday, 
March 18, provided an enjoyable outing for the visiting ladies. 
Afternoon tea was served on the terrace, from which the party 
had an opportunity of viewing the magnificant panorama sur- 
rounding that hotel, which is situated on the first ridge of the 
famous Blue Mountains, and overlooking such towns as Richmond, 
Windsor, and Penrith, which figured prominently in the early 
history of Australia, and the tree-fringed Nepean River in the 
foreground. 

During the re-union at “The Lakes” on Friday afternoon, Mrs. 
S$. W. Griffith proposed a hearty vote of thanks to Miss N. Hitt- 
man for her indefatigable efforts, as secretary of the ladies’ com- 
mittee, in organising the various social functions. Mrs. H. P. 
Ogilvie also spoke in eulogistic terms of Miss Hittman’s invalu- 
able services in that connection. 


Accounting as a Progressive Science 


Accounting is essentially open-minded. It emphasises good 
practice as the criterion by which any procedure is to be tested. 
Good practice does not consist of a set of rules or precepts that 
can be memorised. It has been and is being progressively developed 
by free and untrammeled meeting of conditions in the light of 
experience, guided and governed by belief in the inherent reason- 
ableness of its problems and the possibility of their solution. 

The answer to why procedures are as they are lies in large 
measure in understanding of the problems and conditions out of 
which they have developed. On the other hand, the accountant 
knows that more satisfactory and better procedures are still to be 
developed by closer study and better understanding of the distinc- 
tive features of a business. 


Hermon F. Bell, “Retail Merchandise Accounting.” 
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Book Review 


The Australian Companies Acts. Reconciled and Annotated by 
N. G. Pilcher, A. H. Uther and W. J. Baldock. Editors for 
Victoria, J. B. Tait; Queensland, J. S. McInnes; South 
Australia, L. A. Whitington. Butterworth & Co., Sydney, 
1937. Pp. evi + 1354. Price, £3/10/-. 

In a foreword to this work, Sir John Latham says that its 
publication marks a notable advance in Australian legal literature. 
For accountants, secretaries, company directors and managers it 
will be as valuable and, in fact, indispensable as it will doubtless 
be to the legal profession. A peculiar difficulty confronting those 
whose work brings them into constant contact with company law 
in Australia is the numerous points of difference, often involving 
fine shades of wording or construction, between the various State 
Acts and the English legislation upon which they are founded and 
on which the hitherto available text-books and precedents have 
been based. 

The authors and their assistants have faced this difficulty by so 
designing the work that it takes as a basis the New South Wales 
Act of 1936, each section of which is reconciled with the relevant 
sections of the English Act of 1929 and the Acts of the other 
States. 

A comparative table of sections of the State Acts is also included. 

On the passing of the new Victorian Bill, a supplement is to be 
issued containing a reconciliation of the Victorian Acts, old and 
new, with the present New South Wales Act, and an adapter index 
which will permit of quick reference to the annotation in the main 
book of the relevant section of the new Victorian Act. 

Each of the annotations bears a distinctive number, by reference 
to which the work can be kept up to date from time to time by the 
issue of further supplements. 

The annotations are very full, and the amazing skill and industry 
with which the work has been done is indicated by the lengthy 
table of cases cited, covering no fewer than seventy-six pages in 
double column, and including cases decided as recently as March, 
1937. 

We have made an extensive selective test of the book by tracing 
from the index to the annotations many involved points of company 
law. The result has shown that the index is comprehensive and 
easy to follow, the annotations are full and clear, and the differ- 
ences between the State Acts are well brought out. 

In the course of this test, only one typographical error was 
noticed. In the Table of Cases and on page 360, the case of 
Dyason v. S. C. Hutton Pty. Ltd. should read Dyason v. J. ¢. 
Hutton Pty. Ltd. Victorian readers might also note that the case 
of Moore v. Carreras Ltd., cited on page 363, under the heading 
“Dividends out of Capital,” should be considered also under the 
headings “Preferential as to Capital” (page 974), “Dividends Not 
Payable out of Capital” (page 1092) and “Profits Available for 
Distribution” (pages 1094-5). 
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Publications Received 


How to Read a Balance Sheet. F. W. Pixley. 9th Edition. Edited 
by Andrew Binnie. Gee & Co., London, 1937. Pp. 71. 
Price, post free, 6/2. 

The first edition of this popular book was published in 1906, 
and its original contents have been revised and expanded from 
time to time. The ninth edition, edited by Mr. Andrew Binnie, 
who was for many years a partner of the late Francis W. Pixley, 
is thoroughly up to date, and contains, in addition to an explana- 
tion of the customary form and content of balance sheet, sugges- 
tions for improvement in the direction of clarification. 


Correspondence 


AUDITING ADVERTISING TRANSACTIONS 
The Editor, The Australian Accountant 


Dear Sir,—I have been interested in the correspondence which 
appeared in your October and November, 1936, and January, 1937, 
issues in connection with auditing advertising transactions. 

Any advertiser who has not examined his position in this regard 
would be well advised to do so. He will find it to be as stated by 
Mr. H. Bruce Scott, i.e., that the publishers are not willing to 
admit that contracts made in the form outlined by Mr. E. Parker 
will relieve the advertiser of liability. 

Various conferences between representatives of the advertisers 
and the publishers have taken place, and from these it is clear that 
the publisher still regards the advertiser as at least contingently 
lable. My Company requires its advertising agent to supply with 
his monthly account a certificate from his auditors to the effect that 
the agent has discharged all liabilities for all advertising, and the 
production of that advertising, up to, and including, that charged 
for in the agent’s previous account. The form of the certificate 
isas follows: 

“This is to certify that all habilities under contracts entered 
into by (name of advertising agent) for the advertising of 
and the production of advertisements for the goods of (name 
of advertiser) in respect of which remittances have been made 
to (name of advertising agent) by (name of advertiser) up 
to and including the remittance of (date of last remittance) 
for (amount of last remittance) have been duly discharged by 
(name of advertising agent). 

“( Signed. )” 
_ While this does not give full protection it at least ensures that 
i the event of the failure of the advertising agent, the advertiser 
cannot be called on to pay twice for more than the amount of one 
month’s advertising. 
Yours faithfully, 
T. M. HicGIns, A.1.c.A. 
Sydney, 4/3/37. 
f 
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Company Law and Secretarial Practice Section 
Edited by J. S. McINNEs, F.1.c.A. 


CROWN CLAIMS IN LIQUIDATIONS 


At a meeting of the Council of the Melbourne Chamber of 
Commerce held on December 16 last a letter was received from 
the Associated Chambers of Commerce, pointing out that the 
Federal Government declined to take any action with the object 
of bringing Crown claims of a Federal character in the liquidation 
of companies into line with the Federal Bankruptcy Act until 
such time as all the States had adopted uniform company legisla- 
tion with a similar object in view. It was decided to write to 
Brisbane, Perth and Hobart, suggesting that steps be taken to 
have the respective Companies Acts in Queensland, Westem 
Australia and Tasmania amended on these lines. 


APPOINTMENT OF NOMINEE DIRECTOR 


C. M. Banks Ltd. was incorporated in 1902. By Clause 6 
of its articles, it was provided that the plaintiff, C. M. Banks, 
should be the managing director of the company in accordance 
with an agreement to be entered into between him and the com- 
pany. Banks was appointed managing director under an agree- 
ment made in 1902, but on August 26, 1924, another agreement 
was made under the same article pursuant to which Banks still 
holds the position of managing director. Clause 1 of this agree- 
ment provided, inter alia, as follows: 


“The said C. M. Banks shall be managing director of the 
company and shall continue as managing director until the 
happening of one of the following events, viz.: 

“(e) If at any time the directors of the company shall 
certify in writing and the members of the company shall 
duly pass a resolution to the effect that it is not in the 
interests of the company that the said C. M. Banks shall 
continue managing director and shall after passing such 
resolution have given to the said C. M. Banks six calendar 
months’ notice terminating this agreement but the com- 
pany shall not pass any resolution as aforesaid without 
some good reason affecting the conduct of the said C. M. 
Banks.” 


When this agreement was made Banks held shares numbered 
2,001 to 3,000 of the original capital of the company. These shares 
were held in the first place, so the Court was informed, by a 
foreign company which required to exercise the rights conferred 
upon these shares by a part of Clause 5 of the memorandum 0 
association. That part is as follows: 





direct 
ton. ) 
The 


Banks 


se 69 
3anks, 
‘dance 

com- 
agTee- 
ement 
s still 
agree: 


»£ the 
il the 


r shall 
shall 
in the 
; shall 
- such 
endar 
com- 
ithout 
C. M. 


bered 
shares 
by a 


ferred 


1m 0! 


THE AUSTRALIAN ACCOUNTANT 175 


“The holders of the ordinary shares numbered 2,001 to 
3,000 inclusive of the original capital of the company shall 
have the right from time to time by writing under the hands 
of a majority of such holders to appoint and have two direc- 
tors upon the board of directors of the company, and the 
company shall give effect to every such appointment.” 

On March 25, 1936, there were only three directors of the 
company, viz., C. M. Banks, O. S. Watkins and B. L. Hammond. 
The latter two had become dissatisfied with C. M. Bank’s conduct 
of the business of the company and they had decided to take 
ation under the provisions of Clause 1 (e) of the agreement. 
These two directors then signed a certificate which, after referring 
to the agreement of August 26, 1924, continued: 

“In pursuance of the said agreement we the undersigned 
directors of C. M. Banks Limited do hereby certify that in 
our opinion the conduct of the said C. M. Banks in the dis- 
charge of his duties as managing director is and has been such 
that it is not in the interests of the said company that the 
said C. M. Banks shall continue to be managing director of 
the said company. 

“Dated at Wellington this 25th day of March, 1936, 

“O. S. Watkins, Director. 
“B. L. Hammond, Director.” 

(Smith J. stated that this certificate complied with the provisions 
of Clause 1 (e).) 

The two directors interested produced this certificate at a meet- 
ing of the board, and proposed and seconded a motion to call a 
general meeting of the company to consider and determine a 
rsolution based on such certificate for the removal of Banks. 
Whilst this motion was being debated, Banks summoned into the 
tom an employee named White and then and there signed a 
document appointing White a director of the company under the 
powers vested in him as holder of the said shares. White accepted 
the office of director and took his seat at the board table. 

(White did not hold any shares in the company. Under the 
aticles of association it was necessary for a director to hold one 
share in the company, a clause in the articles being similar to 
Clause 66 of Table A of the 1929 English Act. Where, as by 
such an article, the holding of such qualification is not a condition 
precedent to an appointment, a person may be appointed and act 
sa director before he qualifies, subject to compliance with a 
ction of the New Zealand Act based on S. 141 of the English 
Act of 1929, which requires him to obtain his qualification within 
wo months after his appointment, or such shorter time as may be 
ixed by the articles. White was therefore entitled to act as a 
iirector for a period of two months without any share qualifica- 
tion. ) 

The motion for the holding of a general meeting was then put. 
Banks and the new director voted against it and, Banks exercising 
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his casting vote as chairman, the motion was declared lost. The 
right of Banks to introduce the new director pending the considera. 
tion of this motion was questioned by Watkins and Hammond. 
who raised a point of order to the effect that, a motion having 
been moved and seconded, it should have been submitted to the 
meeting and disposed of before the meeting could deal with fresh 
business such as the intimation of the appointment of an additional 
director. 

Apparently Hammond and Watkins intended to proceed with 
the convening of the extraordinary meeting of members to con- 
sider the resolution to remove Banks, for Banks issued a writ for 
an injunction restraining them from acting on the certificate and 
from holding an extraordinary general meeting of the company, 

Mr. Justice Smith held: 

(1) That the directors to give the certificate required by Clause 
1 (e) were all the directors other than Banks; that the certificate 
was constituted by the individual act of each such director and 
did not require a meeting of directors; and that such certificate 
need not state the grounds for the opinion expressed in it. 

(2) That a director appointed under Clause 1 (e) when s 
appointed immediately became a director of the company entitled 
to the full rights of a director, and that the other directors were 
not entitled to deny his right to attend and participate in the 
business of the meeting or of the directors of the company from 
the time of his appointment. 

(Where articles provide for the appointment of directors by 
third parties or by the holders of certain shares it is often also 
provided that the persons so appointed shall be approved by the 
other directors. In such a case the nominee director would not be 
a director until so approved. But where, as in the case now 
under discussion, there is no such provision for approval, the 
director so appointed is, on his appointment, a fully-fledged 
director of the company and the other directors have no right 
to approve or disapprove of the appointment, any more than they 
have the right to approve or disapprove of the directors appointed 
by members at the annual meeting of the company. We mention 
this matter fully, because some secretaries and directors appear 
to think that all nominee directors must be approved by the Board.) 

(3) When the resolution to hold the extraordinary meeting o! 
members was being dealt with the position was that Hammoné 
and Watkins were claiming that they were attending a meeting 
of three directors, while Banks and White (who was in fact 2 
validly appointed director) were claiming that they were attending 
a meeting of four directors. Mr. Justice Smith held that, in the 
circumstances, there was no will or intention on the part of Ham- 
mond and Watkins to attend a meeting of four directors, and 
there was no will or intention on the part of Banks and White to 
attend a meeting of three directors; in the result there was, trom 
the point of view of the company, no meeting of directors at al 
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when the resolution to call the general meeting of the company 
was dealt with. 

(4) That an article giving the directors power to regulate the 
order of their business as they think fit must apply to the business 
before the meeting of directors and not to a question as to what 
directors shall participate in the meeting to consider that business. 

(5) The plaintiff was entitled to an injunction restraining the 
defendants from holding the extraordinary general meeting of the 
company. 

Re C. M. Banks Ltd.: Banks v. Hammond and Others (1936, 
N.Z.L.R. 350; Gazette L.R. 288). 


BOOK DEBT—ASSIGNMENT OR UNREGISTERED 
CHARGE 
National Heating Co. Ltd. contracted with the London County 
Council to install the whole of the steam heating apparatus in 
Lambeth Hospital, and sub-contracted with certain companies, one 
of which was Ashby, Warner & Co. Ltd., to do part of the work. 
Ashby, Warner & Co. Ltd. was to be paid partly in cash and 
partly by bills of exchange. At the beginning of July, 1933, the 
National Heating Co. was in financial difficulties and dishonoured 
one of these bills. After negotiations between the two companies 
the National Heating Co., on July 14, sent Ashby, Warner & Co. 
Ltd. an authority, or authorisation, addressed to the London 
County Council in the following terms: 
“We, The National Heating Company (1928) Limited, of 
41 Westminster Bridge Road, London, S.E.1, hereby autho- 
rise and direct you to pay to Ashby, Warner & Co. Ltd., of 
Lee Conservancy Road, Homerton, London, E.9 (whose 
receipt shall be a good and sufficient discharge), the sum of 
three hundred and thirty-eight pounds nine shillings and eleven 
pence (£338/9/11) out of the next certificate to be issued 
by the chief engineer under the contract, it being understood 
that such payment is not to prejudice or affect in any way 
our obligations and liabilities under or in respect of the said 
contract. 
“Dated this 14th day of July, 1933, for The National 
Heating Company (1928) Ltd. 
“___ Director. 
“__.. Secretary.” 


Ashby, Warner & Co. Ltd. handed this document (which was 
not registered as a charge pursuant to S. 79 of the English Com- 
panies Act of 1929) to the London County Council. 

On July 28 the sole debenture holder of National Heating Co. 
Ltd. appointed the appellant, Simmons, receiver and manager of 
the company. On August 3 Ashby, Warner & Co. Ltd. wrote to 
Simmons asking him to confirm the authority given by the National 
Heating Co. Ltd., and to give security for the balance of the 
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contract, informing him that in the meantime the contract had been 
stopped pending a settlement. Simmons replied that he could not 
confirm the authority or give security for the balance of the con. 
tract and that he had written to the London County Council cap. 
celling the authority. The next certificate issued by the chief 
engineer was for £836/1/5 of which sum the London County 
Council paid £338/9/11 into Court to abide the result of inter. 
pleader proceedings between the receiver and Ashby, Warner 
Co. Ltd. 

The main point raised by the receiver was that the effect of 
the document was merely to create a “charge” on the book debts 
of the National Heating Co., and, not having been registered 
under S. 79, was void as against the receiver, and the latter was 
entitled to the £338/9/11. The receiver also relied on the fact 
that no credit entry had been made in the books of Ashby, Warner 
& Co. Ltd. treating the assignment as a payment by National 
Heating Co. Ltd. 

By S. 79 of the English Companies Act of 1929 (which has 
been adopted in all the Australian Acts) every charge, which 
includes a mortgage, created by a company, and being a charge to 
which the section applies, shall, so far as any security on the 
company’s property or undertaking is conferred thereby, be void 
against the liquidator and any creditor of the company unless it 
is registered within twenty-one days after its creation, “but with- 
out prejudice to any contract or obligation for repayment of the 
money thereby secured, and when a charge becomes void under 
this section the money secured thereby shall immediately become 
payable.” It is expressly enacted by S. 79 (2) (e) that the section 
applies to “a charge on book debts of the company.” 

The Court of Appeal, affirming the judgment of the Divisional 
Court, held that the authority was an absolute equitable assign- 
ment and not a charge within the meaning of Section 79. 

If the transaction in the present case was a charge on some 
thing that was a book debt, there could not be any dispute that it 
should have been registered, and therefore the first question to be 
determined was whether the transaction was a charge or some- 
thing different—the matter must be regarded as one of substance 
and not merely one of the form of the document. 

On the facts the Court of Appeal had to consider what was the 
position at common law and what was the difference between that 
and the position in equity. At common law there was a plain 
distinction between the idea of a security and the idea of an 
assignment, but the common law did not recognise that rights 
could be created by an order for payment of a sum out of a 
larger sum, regarding it neither as a security nor as an assign 
ment. Equity, however, which now prevails in all courts, held 
that an assignment of part of a larger sum, gave an equitable claim 
on the fund if the fund came into existence. In the present cast 
the Divisional Court was clearly right in holding that this was 
not a case of the giving of a security at all, but was a case of 
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the giving and the acceptance of an assignment of money which 
was undoubtedly expected to become due from the London County 
Council at a future date. The document was one which, though 
not a good assignment in law, was in equity to be regarded as a 
good assignment, giving to the assignee a right to make a claim 
on the fund in equity when the fund came into existence. That 
did not make it a “charge.” An assignment of a debt was some- 
thing quite distinct from a charge or hypothecation. Section 79 
applies only to “security documents” or “documents of hypotheca- 
tion.” In this case there had been—and was intended to be—an 
absolute assignment of a part of a debt which was to fall due in 
the future, effective as an equitable assignment of a part of that 
debt; neither the document nor the surrounding circumstances 
disclosed any intention that the transaction was to be one of 
charge or hypothecation, and such an assignment was not within 
the scope of Section 79. 

A minor point raised by the receiver was that out of the 
£338/9/11 he ought to be paid for the expense (£301) he had 
incurred in completing the work that should have been done by 
Ashby, Warner & Co. Ltd., but the Court of Appeal held that 
the receiver could not by any subsequent conduct alter the nature 
of the authority or the sub-contractor’s rights under it, and his 
remedy in respect of the expense incurred if any was by action 
for breach of contract. 

Ashby, Warner & Co. Ltd. v Simmons (1936) 2 All E.R. 697. 


APPLICATION OF TABLE A OF THE NEW SOUTH 
WALES ACT OF 1936 

The New South Wales Act of 1936 contains a new Table A 
—Schedule Two to the Act. Table A of the Act of 1899 was 
very much out of date, and by reason of this fact and of the 
many statutory changes effected by the 1936 Act, the provisions in 
the new Table A differ greatly from those in the earlier Table. 
The new Table A applies, so far as applicable, to every company 
limited by shares and registered after the commencement of the 
1936 Act, where articles are not registered, or, where articles are 
registered, in so far as the articles so registered do not exclude or 
modify the regulations in the new Table A (S. 18 (2) ). 

The provisions of S. 4 (1) (b) of the new Act in relation to 
companies that adopted Table A of the 1899 Act, wholly or in 
part, are important. The Act of 1899 having been repealed, it 
follows that the Table A attached to that Act has also been 
repealed, but in repealing the 1899 Act, the 1936 Act enacts that 

“4 (1) The repeal by this Act of any enactment shall not 
affect— 

(b) Table A in the Second Schedule to The Companies 
Act, 1899, or any part thereof... so far as the 
same applies to any company existing at the com- 
mencement of this Act.” 
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The new Table A is not retrospective, for, as already stated, 
it only applies to companies limited by shares and registered after 
the commencement of the 1936 Act—it, therefore, does not affect 
a company registered before January 1, 1937. Companies regis- 
tered before that date, i.e., companies registered under the 1899 
Act, without articles (or with Table A plus some special articles 
of their own), will continue to be governed by the Table A of the 
1899 Act (or that Table plus their own special articles), so far 
as the provisions in such articles are not inconsistent with The 
Companies Act of 1936, but such companies can, of course, by 
special resolution adopt Table A of the 1936 Act in whole or in 
part. (See S. 18 (1).) 

Although the matter could have been made clearer, Table A 
of the 1874 Act continues in force in relation to companies regis- 
tered before December 22, 1899, the date the 1899 Act was assented 
to, for by S. 3 (4) of the 1899 Act, all rules, regulations, and 
articles of association, and every memorandum for registration, 
and every memorandum of association duly made or deemed to 
have been duly made, and all registrations duly effected or deemed 
to have been duly effected, and any other matter or thing done 
duly under or in accordance with any of the provisions of any 
Act repealed by the 1899 Act and in force and operative at the 
commencement of the 1899 Act, shall be deemed to be and to have 
been duly made, effected or done under the corresponding provi- 
sions of the 1899 Act, and as if the 1899 Act had been in force 
when the same were made, effected or done respectively. 

It should be noted that the definition of “articles” in Section 6 
(1) of the 1936 Act contains no reference to Table A of the 
1874 Act, for “articles” is defined as meaning the articles of 
association of a company as originally framed or as altered by 
special resolution, including, so far as they apply to the company, 
the regulations contained, as the case may be, in Table A in the 
Second Schedule to the Companies Act, 1899, or in that Table as 
altered in pursuance of Section 72 of that Act or in the Seventh 
Schedule to the Companies Act, 1899, or in that Schedule as 
altered in pursuance of Section 207 of that Act, or in Table A in 
Schedule Two to this Act;... 

In the interpretation section, S. 380 (1), of the English Act of 
1929 the definition of “articles” expressly refers to all the previous 
Tables A (and Table B of the 1856 Act). 


PosITION IN GREAT BRITAIN 


It is interesting to note that Great Britain has Table B of the 
1856 Act (the forerunner of the present Tables A). That some 
companies still work under this old “model” (?) set of articles 
may be seen from our note on pp. 125-6 of the issue of this 
journal for September, 1936. Great Britain has four Tables A 
The first was that attached to the 1862 Act. The second was 
prescribed by the Board of Trade in 1906, the third was part of 
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The Companies (Consolidation) Act of 1908, and the fourth is 
the Table A in the 1929 Act. With the exception of the Table A 
prescribed by the Board of Trade in 1906 and the Table A 
attached to the 1908 Act, which are substantially the same, these 
Tables differ considerably, and care is required in ascertaining the 
particular Table A that applies to a company working under any 
one of them. 

It is expressly enacted in the “savings” section (S. 382) of the 
English Act of 1929 that nothing in the 1929 Act shall affect 
the application of these five Tables. 


ADOPTION OF NEw TABLE By O_p CoMPANIES 

Since the commencement of the Queensland Act of 1931, a 
number of companies working on Table A of the 1863 Act, with 
or without special articles of their own, have passed a special 
resolution rescinding the whole of their existing articles and 
adopting the articles contained in Table A in the 1931 Act, with 
or without some special articles of their own. By this means a 
modern set of articles has been adopted. 

If such a course is followed by any New South Wales company, 
we are of the opinion that a clause should be inserted to the 
effect that the articles contained in Table A of the 1936 New 
South Wales Act are to be the articles of the company to the 
exclusion of the articles in Table A of the 1874 or the 1899 Act, 
as the case may be. 

It should be noted that when a New South Wales company 
registered before January 1, 1937 (i.e., before the commencement 
of the 1936 Act) adopts a completely new set of articles it is still 
the Table A attached to the 1899 (or the 1874) Act that has to be 
excluded, not the Table A of the 1936 Act, for the latter Table A 
does not apply to any company registered under the 1874 or the 
1899 Act unless expressly adopted. 


LIABILITY OF TRANSFERROR FOR PAST CALLS 


A owns shares in a c( mpany on which a call is owing. Without 
paying the call, A transfers the shares to B, and the transfer is duly 
registered by the company. Does A remain liable to the company 
for the call, notwithstanding the transfer ? 

It is remarkable that, until the action referred to hereunder, the 
lability of the transferror of shares in such circumstances, in the 
case of a company formed under the Companies Act, had never been 
the subject of a reported judgment, though the point had been 
settled under the Companies’ Clauses Consolidation Act, 1845. 
That Act provided that “no shareholder shall be entitled to trans- 
lerany share, after any call shall have been made in respect thereof, 
until he shall have paid such call, nor until he shall have paid all 
alls for the time being due on every share held by him.” It has 
teen decided that this provision is for the protection of the com- 
pany, and may be waived by it, and many transfers have been 





182 THE AUSTRALIAN ACCOUNTANT APRIL 


passed by companies governed by that Act, notwithstanding the 
fact that calls were owing on the shares when transferred. |) 
Hoylake Railway Co., ex parte Littledale (1874, 9 Ch. App. 257) 
it was decided that in such a case the transferror of the shares js 
liable for the amount of calls made on the shares whilst his name 
was on the register of members. 

And in a case under the Companies Act of 1862 (Jn re National 
Bank of Wales—Taylor, Phillips, and Rickards’ Cases. 1897, 1 Ch, 
298), the point under discussion did not arise for decision, but in 
the course of his judgment Lord Justice Lindley said (at p. 305): 
“.... when a member transfers his share he transfers all his rights 
and obligations as a shareholder as from the date of the transfer. 
He does not transfer rights to dividends or bonuses already de. 
clared, nor does he transfer liabilities in respect of calls alread; 
made ; but he transfers his rights to future payments and his liabi- 
lities to future calls.” 

In such a high authority as Halsbury’s Laws of England, 2nd 
Ed., Vol. 5, Companies, p. 278, it is stated in a footnote: “Even 
after the transfer is registered, he” (the transferror) “is, it ts con- 
ceived, liable for calls already made.” And in Morison’s Compan; 
Law in New Zealand it is stated that “Where shares are trans- 
ferred the transferror would appear to remain liable for past calls.” 
Both these publications give as their authority the dictum of Lindley 
L.J. quoted above. 


A REcENT New SoutH WALES CASE 


D. J. O’Mara was the holder of 1,000 shares in Motor and 
Cash Orders Ltd. (now in liquidation). The shares were paid wy 
to 10/- each, and there were ten calls of 1/- each owing. O’Mar 
sold these 1,000 shares for £100 to A. P. Itchie, and the company, 
in the exercise of its discretion, registered the transfer with the 
calls outstanding. The transfer of shares (with the statement, 
“such shares being paid up to 10/-”) was in the usual form, the 
transferror transferring the shares “subject to the several cond- 
tions on which I held the same immediately before the execution’ 
of the transfer. 

Subsequently the company sued Itchie for the amount of the 
calls, obtained final judgment against him for the £500, and issued 
execution, but satisfaction was not obtained. The company then 
sued O’Mara for the amount. 

It was contended for O’Mara that, on the registration of the 
transfer, there had been a novation of the contract of membership, 
and that O’Mara was discharged from liability. If there was 1 
substitution of liability, then both transferror and transferee were 
liable. If both parties were liable for calls, the remedy was not 
cumulative but alternative, and the company, having obtained judg: 
ment, and issued execution against the transferee, it could not sub 
sequently bring an action against the transferror. 

The Full Court of New South Wales (Jordan C.J., Davidson J 
and Stephen J.) held O’Mara liable, and the headnote to the olt- 
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cial report of the case (Motor and Cash Orders Ltd. (in liquidation) 
y. O’Mara, 1936, 36 N.S.W. S.R. 243) concisely states the deci- 
sion thus: “The transferror of shares in a company remains liable 
to the company for calls due and owing at the date of transfer, not- 
withstanding that the company duly registered such transfer and 
recovered judgment and issued execution in respect of the calls 
against the transferee.” 

In the course of the judgment it was stated that there were no 
facts in the case from which it appeared that the company was put 
to its election between alternative remedies (i.e., against transferee 
or against transferror), and that its having obtained judgment 
against the transferee was such an act of election as in the circum- 
stances precluded the company from suing O’Mara; or that the 
company was otherwise debarred from suing O’Mara by the 
course which it took with respect to the transferee. 


PosITION CONTRASTED WITH THAT OF B CONTRIBUTORIES 


In the winding up of a company, a person whose shares have 
been transferred by the company within one year of the commence- 
ment of the liquidation is liable to be placed on the B list of contri- 
butories, but if the period of one year has elapsed the transferror 
escapes liability as a B contributory. If it is possible to take action 
against the transferror, as in the case of O’Mara, the position of 
the company is very much stronger. There is no time limit of one 
year, and there are no conditions such as those relating to B con- 
tributories. The transferror is not a member of the company, and 
therefore not a contributory, and he ought not to be on the register 
of members or the list of contributors—his position is that of a mere 
debtor to the company. 

This position usually arises in the case of forfeited shares, where 
the company has the right, by its articles, to sue the ex-holder of 
the forfeited shares for the amount owing at the date of the forfei- 
ture. In such cases the important point is that, if the company is 
wound up, the calls may be recovered from the ex-holder, even if 
the forfeiture took place more than a year before the commence- 
ment of the winding-up. 

By the Companies Acts (England. S. 20; Queensland, S. 32; 
New Zealand, S. 33; South Australia, S. 30; New South Wales, 
§. 22; and Victorian Bill, Clause 20) all money payable by any 
member to the company under the memorandum or articles shall be 
adebt due from him to the company of the nature of a specialty 
debt, and therefore the period within which action may be brought 
for recovery of the calls is that in the Statute of Limitations relat- 
ing to specialty debts. 

NEW SOUTH WALES LIQUIDATIONS COMMENCED 
PRIOR TO JANUARY 1, 1937 


A New South Wales reader asks for a note on the application 
ot the New South Wales Companies Act of 1936 to liquidations in 
lorce at the commencement of that Act. 
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The provisions of the 1936 Act with respect to winding-up appl; 
to the winding-up of any company, only where the winding-yp 
commenced on or after January 1, 1937. The provisions of the 
new Act do not apply to any liquidations which commenced before 
January 1, 1937. As regards such liquidations the provisions oj 
The Companies Act, 1899, as amended to 1935, and the Rules 
relating to winding-up thereunder, remain in full force. 

The whole law on the subject is contained in Sub-section (2) oj 
Section 4 of the 1936 Act, by which it is enacted that: 

“The provisions of this Act with respect to winding wp 
shall not apply to any company of which the winding up has 
commenced before the commencement of this Act, but every 
such company shall be wound up in the same manner and with 
the same incidents as if this Act had not been passed, and, 
for the purposes of the winding up, the Act or Acts under 
which the winding up commenced and any rules of Court made 
thereunder shall be deemed to remain in full force.” 

(See S. 4 (b) of the Queensland Act and S. 6 of the South Aus. 
tralian Act.) 

This provision is taken from Section 383 of the English Act of 
1929, save that the words “and any rules of Court made there- 
under” are not in the English Act. We are unable to trace am 
decision on the above section in the English 1929 Act or th 
corresponding section in the English 1908 Act, but the provision 


appears to be self-explanatory and very definite. 
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The High Cost of Selling 


By A. R. ALLEN, 
Managing Director, Vesta Battery Co. (Aust.) Ltd. 


[A lecture delivered to the Cost Research Society of Australia.] 


It is frequently stated as a reason for high prices that selling 
costs are too high, and we often see statements that while the 
cost of manufacturing has been gradually dropping over past years, 
the cost of selling or distributing has gone up. 

The politicians and the Housewives’ Associations have seized on 
these statements as a weapon with which to thrash industry for not 
reducing selling costs and supplying goods to consumers at lower 
prices. 

There is no doubt that in the last twenty years, in all industries, 
cost of production has been going steadily downwards, and in 
9% of industries cost of distribution has been going just as 
steadily upwards. The reason for reduced production costs is 
very evident: the cost of collection of raw materials; the substitu- 
tion of synthetic for natural raw materials; the constant improve- 
ment in machinery; the invention of power devices and processing 
methods; continual research into production costs, etc. 

The reasons for the high cost of selling are equally obvious, and, 
inmy opinion, are mainly under three headings: 

(1) The consumer himself is very much to blame for high 
selling costs by reason of his constant demand for con- 
venience of supply and service. 

The man in the country demands the same prompt service as 
the man in the city. Twenty years ago he would be content to 
wait some days, or even weeks, for some special part or article that 
he ordered, but now he insists that the local storekeeper pass it 
over the counter at five minutes’ notice. This has meant a higher 
stock inventory for local stores, with a consequent increase in 
the margin necessary between buying price and retail price. Also 
with keener selling competition on account of comprehensive stocks 
more frequent travellers’ calls have been found to be necessary. 
With the majority of country dealers, whether they be motor 
garages or storekeepers, or anything else, it is a case of out of sight 
out of mind, and our experience has been that despite agency agree- 
ments, a good line, excellent advertising, proper sales help, or any 
ther methods, or a combination of all methods, the opposition 
lines will continue to eat into your business if regular calls are not 
maintained. 

(2) The absence of selling cost data, and the general tendency 
for distributors to neglect to analyse their distributing 
costs. 

(3) The tendency for the manufacturer to shirk the responsi- 
bilities of merchandising, and to pass on his distributing 
problems to wholesalers or jobbers, with a consequent 
doubling or trebling of overhead in selling costs. 
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There is a great need at the present time for overhauling our 
distributing methods, and ensuring efficiency in distribution. The 
first and most important requirement is a careful analysis of selling 
costs. Many companies spend hundreds of pounds on elaborate 
cost accounting systems, more hundreds of pounds on time study, 
on Bedeaux and other time study and labour-saving systems, and 
roller conveyers to cut down handling costs. Elaborate budgets 
are conceived on raw material purchases and finance, but instead 
of spending weeks to save five seconds on some operation taking 
one hour, a company would be many times better off if it routed 
the salesmen more intelligently on waste-time calls, or bought 
motor cars instead of all-line rail tickets. 

Obviously no product is of the slightest use until it can be put 
to use and is used. Factories full of batteries get us nowhere, 
they need to be fitted to motor cars. Wheat must be brought out 
of the silos and made into bread and delivered into homes. Shoes 
must be brought from the warehouses and put upon feet; even 
capital must be brought out of the bank and used to buy plant 
and machinery. 

This job of getting the product out of the factory or warehouse 
or bank and placing it where it can be and is used is a job of 
selling, and the high cost of this job is what we need to analyse. 


Cost ANALYSIS 

(a) There should be a cost accounting of all selling costs. Very 
few companies know what it costs to sell a specified product to 
a particular dealer or even in a particular territory. Individual 
costing of dealer calls is not the big job it sounds. This leads us 
to Wasted Calls. 

(b) Wasted Calls —The all-too-frequent words, “unable to see 
buyer,” on the traveller’s report card, account for a good slice of 
this high selling cost. Advance call cards, particularly in blotters 
or novelty advertising lines, or telephoning ahead, at once suggest 
themselves as means of reducing this wasted call time. 

(c) Sdlesmen Training.—lf a man on the road fails consistently 
to turn in a reasonable volume of orders the chances are he would 
be better off in some other kind of work, but before that is 
decided, make sure your end of the job has been done. There 
are too many arm-chair sales managers who have never been 
through the real battle of selling, themselves. Salesmen training 
is a specialised job. In our business we carefully select men who 
are good salesmen in some other sphere. We train them at head- 
quarters for some weeks, then send them on the road for some 
time with an experienced salesman, and even then we are patient 
with them for three months, and we expect that by that time they 
should be doing a real selling job. 

(d) Wasted Advertising—tThis is a major cause of high selling 
costs. If companies would co-operate more frequently their sales- 
men and their advertising agents they would reduce selling costs— 
not necessarily by reducing advertising, or by reducing the adver- 
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tising appropriation, but by more intelligent publicity and elimina- 
tion of waste—increase sales and reduce the unit advertising 
charge. 
New Propucts 

A combined product-sales analysis may show a need for a new 
product which can be sold with the original line without greatly 
increasing the selling expense. Maybe it will uncover the need 
for a new line which sells off season with the main product. In 
America several battery companies, with peak output in winter, 
keep their whole staff—both production and selling—engaged the 
yar round by making bicycles in summer. Again this analysis 
may show the need for reducing the number of lines sold, and 
diminating those products which represent only a small volume, 
and which do not carry their share of the selling expense. 


MIssED ORDERS 


One of the main causes of the high cost of selling is the high 
cost of not selling. Firms will never pay more for raw materials 
than they are worth, but they rarely analyse how much in terms 
of sales effort they are paying for the business volume they get. 


Sa.es-Cost ACCOUNTING 

We come back once more to the cost accounting of selling costs. 
Itsounds easy to say: “So much for travellers’ salaries, so much 
for hotel, so much for car or travelling expense, add them all 
together and divide them into the total business and there you 
ae.” But where are you? Many of us have found that a sale 
isn’t just a sale, that a lot depends on the particular kind of sale 
it really is. 

Sales are made at different times and places. Put together 
all the sales made during a certain period in each territory, put 
ieside them all you know about the potential business from that 
area, and the extent to which your advertising is covering it, and 
sxe the result. Such study not only destroys many alibis, but 
often furnishes a sound argument for giving a pretty big slice of 
your territory back to the aboriginals. 

There isn’t a business in this country that doesn’t need at least 
some type of sales cost analysis; in fact, there isn’t a business in 
this country that isn’t already using one or more of them, whether 
they know it or not. When they look over their sales for the last 
month and they size up the way things are going, even in their 
nad, the trouble is they don’t know that the sales analysis is 
imply a fancy name for what they have been doing for years, 
but they have been doing it too hastily and too superficially, with- 
wut accuracy and with inadequate tools. 

There are altogether too many businesses which do not analyse 
their sales costs nearly as carefully and thoroughly as they should 
io, or in as many different ways, and many are the shocks they 
will get when they come to determine how much they are really 
tying in total sales efforts to get a certain volume of business, 
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There is a great need at the present time for overhauling our 
distributing methods, and ensuring efficiency in distribution. The 
first and most important requirement is a careful analysis of selling 
costs. Many companies spend hundreds of pounds on elaborate 
cost accounting systems, more hundreds of pounds on time study, 
on Bedeaux and other time study and labour-saving systems, and 
roller conveyers to cut down handling costs. Elaborate budgets 
are conceived on raw material purchases and finance, but instead 
of spending weeks to save five seconds on some operation taking 
one hour, a company would be many times better off if it routed 
the salesmen more intelligently on waste-time calls, or bought 
motor cars instead of all-line rail tickets. 

Obviously no product is of the slightest use until it can be put 
to use and is used. Factories full of batteries get us nowhere, 
they need to be fitted to motor cars. Wheat must be brought out 
of the silos and made into bread and delivered into homes. Shoes 
must be brought from the warehouses and put upon feet; even 
capital must be brought out of the bank and used to buy plant 
and machinery. 

This job of getting the product out of the factory or warehouse 
or bank and placing it where it can be and is used is a job of 
selling, and the high cost of this job is what we need to analyse. 


Cost ANALYSIS 

(a) There should be a cost accounting of all selling costs. Very 
few companies know what it costs to sell a specified product to 
a particular dealer or even in a particular territory. Individual 
costing of dealer calls is not the big job it sounds. This leads us 
to Wasted Calls. 

(b) Wasted Calls—tThe all-too-frequent words, “unable to see 
buyer,” on the traveller’s report card, account for a good slice of 
this high selling cost. Advance call cards, particularly in blotters 
or novelty advertising lines, or telephoning ahead, at once suggest 
themselves as means of reducing this wasted call time. 

(c) Sdlesmen Training.—If a man on the road fails consistently 
to turn in a reasonable volume of orders the chances are he would 
be better off in some other kind of work, but before that is 
decided, make sure your end of the job has been done. There 
are too many arm-chair sales managers who have never been 
through the real battle of selling, themselves. Salesmen training 
is a specialised job. In our business we carefully select men who 
are good salesmen in some other sphere. We train them at head- 
quarters for some weeks, then send them on the road for some 
time with an experienced salesman, and even then we are patient 
with them for three months, and we expect that by that time they 
should be doing a real selling job. 

(d) Wasted Advertising—This is a major cause of high selling 
costs. If companies would co-operate more frequently their sales- 
men and their advertising agents they would reduce selling costs— 
not necessarily by reducing advertising, or by reducing the adver- 








1937 THE AUSTRALIAN ACCOUNTANT 187 


tising appropriation, but by more intelligent publicity and elimina- 
tion of waste—increase sales and reduce the unit advertising 
charge. 
New Propucts 

A combined product-sales analysis may show a need for a new 
product which can be sold with the original line without greatly 
increasing the selling expense. Maybe it will uncover the need 
for a new line which sells off season with the main product. In 
America several battery companies, with peak output in winter, 
keep their whole staff—both production and selling—engaged the 
year round by making bicycles in summer. Again this analysis 
may show the need for reducing the number of lines sold, and 
eliminating those products which represent only a small volume, 
and which do not carry their share of the selling expense. 


MIssEeD ORDERS 
One of the main causes of the high cost of selling is the high 
cost of not selling. Firms will never pay more for raw materials 
than they are worth, but they rarely analyse how much in terms 
of sales effort they are paying for the business volume they get. 


SALES-Cost ACCOUNTING 

We come back once more to the cost accounting of selling costs. 
It sounds easy to say: “So much for travellers’ salaries, so much 
for hotel, so much for car or travelling expense, add them all 
together and divide them into the total business and there you 
are.” But where are you? Many of us have found that a sale 
isn’t just a sale, that a lot depends on the particular kind of sale 
it really is. 

Sales are made at different times and places. Put together 
all the sales made during a certain period in each territory, put 
beside them all you know about the potential business from that 
area, and the extent to which your advertising is covering it, and 
see the result. Such study not only destroys many alibis, but 
often furnishes a sound argument for giving a pretty big slice of 
your territory back to the aboriginals. 

There isn’t a business in this country that doesn’t need at least 
some type of sales cost analysis; in fact, there isn’t a business in 
this country that isn’t already using one or more of them, whether 
they know it or not. When they look over their sales for the last 
month and they size up the way things are going, even in their 
head, the trouble is they don’t know that the sales analysis is 
simply a fancy name for what they have been doing for years, 
but they have been doing it too hastily and too superficially, with- 
out accuracy and with inadequate tools. 

There are altogether too many businesses which do not analyse 
their sales costs nearly as carefully and thoroughly as they should 
do, or in as many different ways, and many are the shocks they 
will get when they come to determine how much they are really 
paying in total sales efforts to get a certain volume of business, 
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and when they find out whether they are paying too much or not 


enough. 
SELLING TIME 


The biggest single item in selling costs is salesmen’s working 
time. If ordinary time is money the hours your salesmen spend 
with prospective customers cost you much more to produce and 
are many times more valuable than the cost of the same hours oj 
a man’s time in the factory. The most important point is, it costs 
you just as much to put a salesman into a prospect’s office and 
have him come out without an order, as it does to put him in some 
other office where he can and does get an order. But those facts 
will never sink in so long as you keep on mixing up the cost oj 
your failures in the same box with the cost of your successes, and 
lumping them all under the one heading of “selling expense.” 

In the same way we could get back to the question of wasted 
advertising. It costs just as much to advertise to the man you 
don’t sell to, and never will have a chance to sell to, as it does to 
advertise to the man to whom you do sell. It is wrong to go on 
charging the man who does buy with the cost, not only of the 
advertising which helps him to buy, but also with the cost of the 
advertising of the man who didn’t buy. 

In my company, eighteen months ago, we cost accounted our 
selling expense in Queensland, and by reducing our sales force 
from three travellers to two, while we reduced our total sales 
volume by 124 per cent, we so greatly reduced our cost of selling 
that our net profits increased 40 per cent. 

An analysis of the high cost of “not selling” in the metropolitan 
area of Sydney showed that 28 per cent. of our regular garages 
were losing propositions. Some of these waste calls were elimi- 
nated altogether, others were cut down from weekly to monthly 
calls, and 20 per cent. of the traveller’s time was diverted into 
territory where another market survey indicated that our percen- 
tage of potential business was low. The result was no falling of 
in business in the territory in which the waste calls were eliminated 
and a pleasing increase in the territory in which the frequency of 
calls was increased. To describe all the practical applications of 
sales costs and non-sales costs would fill a book, but you will see 
how important it is not only to analyse your high cost of selling, 
but thoroughly to overhaul your high cost of not selling. 

The title of this lecture might more truthfully have been “selling 
costs,” but it is best, no matter what percentage these costs bear to 
the cost of the article, to consider them as too high. This sales cost 
analysis or sales cost finding, is not necessarily expensive. Not all 
of the figures need to be collected regularly, or continuously 
Some figures need to be gathered every month, some every year, 
others from day to day. The methods used depend on the nature 
of the product and the needs of the business. 

Let us now point out a few ways in which the findings of sales 
costs data may be examined in more detail. 
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Wronc ALLOCATION OF CosTs 

Frequently it is necessary, when several products are being 
manufactured by the one company, that certain of those products 
have to meet more severe competition than others, and on that 
account an even selling percentage does not apply to all lines. 
Cut-rate lines should not be burdened with complete sales costs, 
and an analysis should point the way to the proper method of 
allocating the complete costs. When these things are found out 
the company is enabled profitably to meet this fighting of cut-price 
competition and so to secure much greater volume and unquestion- 
ably greater profits over the whole business. 


PROFITABLE VOLUME 

It is really astonishing how few sales executives have sufficient 
statistics and cost information to enable them to know what they 
are doing and to locate the target which is called profitable 
volume. Against this profitable volume there is a sad mental 
affliction of too much volume, but for most concerns there is what 
may be called a natural volume of business determined by the 
amount of goods the public can normally absorb, by geographical 
limitations of distribution, by competitive conditions, by factory 
limitations, and the like. Sales volume in excess of this natural 
limit is often so expensive that it will reduce the net profits of 
the whole business. Frequently freight rates, local competitive 
prices, and perhaps sectional loyalty will prejudice profitable sell- 
ing in certain territories, and frequently it is better to concentrate 
slling effort and advertising where they will do the most good 
in the natural home markets instead of reaching a field for national 
distribution. 

PROSPECTIVE CUSTOMERS 

It is also important to know and not to guess which customers 
are worth keeping on the prospect list. It is not possible to tell 
exactly whether a prospective customer will be profitable merely 
by looking at him. The only accurate guide is cost of selling 
information properly gathered and analysed. It is the right thing 
to look upon prospective customers as accounts in your ledger, 
on the debit side certainly, until sales have been made to them, but 
accounts nevertheless, and the quicker they are sold a line of goods 
on which profits can be made, and the debit converted to a credit in 
the books, then the sooner you will have a profitable customer. 

You can analyse also profitable and unprofitable customers. It 
isnot sufficient to put down the total selling cost in pounds, shillings 
and pence, and to say that your cost of selling is such and such 
apercentage of the sales account. Over-all figures of that sort 
ae usually misleading. 

One concern I know proved conclusively that their over-all 
xlling expense was 94 per cent., but when retail selling costs were 
worked out it was found that 35 per cent. of the customers bought 
not less than £20 in a year, and that the selling expense for that 
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35 per cent. was 88 per cent. The direct selling expense for thos 
buying £35 to £50 per month was 27 per cent., and this figure 
fell as the amount of annual business increased. The £5 
to £100 customers were sold to at a cost of 10 per cent. or nearly 
the average selling cost for the whole, and for the £200 a year 
purchasing customers the cost of selling was only 24 per cent. of 
the sales account. 

As a result of getting this illuminating information the manage. 
ment promptly stopped struggling to sell to every possible outlet, 
and turned its attention to getting volume at a profit. Thos 
customers who bought no more than £50 a year were no longer 
called on by salesmen, but were handled solely by mail. Only 
those in the £50 to £100 groups were visited who were so located 
that they could be economically called on by salesmen. The 
selling price of the business on the whole was higher, and although 
volume dropped 23 per cent., the effect on profit was notably 
satisfactory. 

ANALYSE YouR SALESMEN 

Adequate sales statistics and costs of selling figures are the only 
safe guide to the ability of your salesmen. Without them reliane: 
has to be placed upon the individual volume of sales, or such 
indicators as phrenology, handwriting, or ability to drink whisky 
and sodas and tell funny stories. None of these is wholly satisfac- 
tory, as one concern employing sixteen salesmen discovered when 
it installed modern methods of analysing sales costs. The figures 
which were developed resulted in a programme which enabled 
them to know what the salesmen were doing and resulted in 
increased sales and profits. 

For instance one of the star salesmen, who was second in point 
of volume, turned out to be fourteenth in order as a profit maker 
His net profit was smaller than that of one who sold less than half 
his volume. The trouble with him was that he had no definite 
knowledge as to which were the profitable and which were the 
unprofitable lines he was selling, and when he was informed 
these facts the profits on his sales were brought up to a satisfactory 
level. 

It may be perfectly sound business judgment in some instances 
to employ certain salesmen to concentrate on volume rather than 
profit, for example, battery or tyres for initial equipment on motor 
cars, so that this volume may have an actual effect as an overhead 
carrier, but there must be a complete knowledge of just wha 
the results of such selling will be on the profit and loss account 
at the end of the year. 

CONCLUSION 

Many manufacturers have been able to reduce costs and increas 
profits by the application of the principles of sales cost accounting. 
Unprofitable customers and territories can be eliminated ani 
greater concentration placed upon selected territories or prospects 

No attempt has been made here to cover the whole of the 
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methods to be employed. Various ways and means can be devised 
and others will be devised in the future, depending, of course, 
upon the specific problems facing individual companies. 

Those manufacturers who follow closely the changes that are 
taking place in the field of distribution and operate their selling 
and distributing organisations in accordance with these changes 
will lead the way. 


Taxation Section 
Edited by J. A. L. GuNN, F.I.c.a. 


DEVOLUTION ON DEATH 


Section 37 of the Commonwealth Income Tax Assessment Act, 
1936, provides that, where the assets of a business carried on by 
ataxpayer devolve by reason of his death, and those assets include 
any trading stock, standing or growing crops, or crop-stools, the 
value of such property shall be included in the assessable income 
of the deceased up to the date of his death, and the person upon 
whom the property devolves shall be deemed to have purchased 
it at that value. The value of such trading stock, etc., is the 
market value at the date of death, i.e., probate value. 

If, however, the trustees and the beneficiaries unanimously so 
agree, and give due notice of their agreement to the Commissioner, 
the value of the trading stock, etc., shall be the value at which 
it would have been taken into account at the date of the death of 
the deceased person, if he had not died but an assessment had been 
made in respect of the income derived by him up to that date. 

It will be seen, therefore, that if the deceased taxpayer in his 


return was utilising cost price for his trading stock, the cost price 


can be retained by the trustees and beneficiaries as the opening 
ad closing values in the respective assessments. 

It will be remembered that, under the Commonwealth Act, 
Section 221, the income derived by a person during the period 
commencing on the first day of the year of income in which he 
dies, and ending on the date of his death, is exempt if his estate 
is liable to Federal Estate Duty. 

Where market value is in excess of cost price, it is to the 
advantage of the beneficiaries to bring in the closing stock of the 
deceased at market price. This will, of course, inflate the profit 
for the final period up to date of death, but this is immaterial if 
the estate is liable to Federal Estate Duty, as such income will be 
exempt. The net effect of applying Section 37 (1) will be to give 
the beneficiaries a higher opening value in respect of trading stock. 

Similar provisions are contained in the uniform Acts of the 
States, viz, New South Wales, S. 30; Victoria, S. 27; Queens- 
and, S. 27; South Australia, S. 37; Tasmania, S. 33. 

If notice of agreement as to cost price is not made under the 
Commonwealth Act on or before the date of furnishing by the 
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trustees of the first return of the estate, or within such extended 
time as the Commissioner may allow, trading stock, etc., included 
in the income of the deceased up to the date of his death must 
be valued at market value, in conformity with S. 37 (1) and (2), 

If the taxpayer does not give the required notice of agreement 
under the State Acts, the taxable income of the deceased for the 
final period up to the date of his death will also be calculated by 
including stock on hand at date of death at market price. There 
is no exemption under the State Acts in respect of income derived 
during this final period. The inclusion of stock on hand at death 
at market value might unduly inflate the taxable income of the 
final period and outweigh the benefit to be derived by the higher 
opening values in the first return of the estate. 

It should be noted, however, that a notice of agreement given 
under a provision of a State Act, corresponding to S. 37 of the 
Commonwealth Act, would not bind the parties to a similar basis 
of valuation of trading stock under the Commonwealth Act. There- 
fore, it might well suit the beneficiaries to give the required notice 
of agreement under the proviso to the State Act to retain cost 
price for trading stock on hand at date of death, and to refrain 
from giving such notice under the Commonwealth Act, and s0 
bring in the trading stock at date of death at market value for 
Commonwealth purposes. 

Each case should be carefully analysed, and in this connection 
it should be remembered that, even if the taxpayer did not give 
a notice of agreement for State purposes, and as a result heavy 
State assessments were issued for the final period up to date of 
death, the State taxes are deductible in arriving at the amount of 
Federal Estate Duty finally payable. After taking into considera- 
tion all the tax involved, it may be to the net advantage of the 
beneficiaries not to give the notice of agreement for State purposes, 
in view of the benefit to them of the higher opening value in the 
first return of the estate. Another important point as to whether 
agreement can be reached between the trustees and the beneficiaries 
is whether the beneficiaries are only life tenants, or whether they 
are also entitled to the corpus of the estate. 

The foregoing remarks apply not only to live stock but to all 
forms of trading stock. 


INCOME DERIVED UP TO DATE OF DEATH 

Section 221 of the Commonwealth Act replaces S. 62 (4) of the 
1922-1934 Act. It provides that, if a deceased person’s estate is 
liable to Federal Estate Duty, income derived by the deceased 
during the period commencing on the first day of the year of income 
in which he died and ending on the date of his death is exempt 
from Commonwealth income tax. 

The benefit of this exemption varies greatly according to the 
date upon which death happens to occur. The following examples 
illustrate the two extremes: 
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In each case the taxpayer had rendered returns for the normal 
period ending June 30, and his estate was liable to Federal Estate 
Duty: 

Example 1.—A taxpayer died on July 1, 1937. His estate is 
liable to Commonwealth income tax in respect of income derived 
by him during year ended June 30, 1937. The exemption under 
§, 221 is in respect of one day’s income, namely, that derived on 
July 1, 1937. 

Example 2.—A taxpayer died on June 30, 1937. His estate is 
exempt from Commonwealth income tax in respect of the whole of 
the income derived by him during year ended June 30, 1937. 

Two recent decisions of the High Court, Aitken v. F.C. of T. 
(1936) (4 A.T.D. 107), and Patterson v. F.C. of T. (1936) 
(4 A.T.D. 118), further illustrate the capriciousness of S. 221 in 
the case of a taxpayer who had adopted a substituted accounting 
period, i.e., a period of twelve months ending on some date other 
than June 30 (S. 18). 

In each of the following instances the taxpayer, whose estate was 
liable to Federal Estate Duty, had adopted a substituted accounting 
period ending on December 31, instead of the normal period 
ending on the following June 30. 

Example 3.—A taxpayer died on June 30, 1937. His estate is 
liable to Commonwealth income tax in respect of income derived 
by him during the twelve months ended December 31, 1936, and 
the income derived between January 1, 1937, and June 30, 
1937—inclusive—is exempt from tax. If the taxpayer had adopted 
the normal year of income, his estate would have been exempt 
from Commonwealth income tax in respect of the income derived 
between July 1, 1936, and June 30, 1937, inclusive. 

Example 4.—A taxpayer died on December 31, 1937. His 
estate is exempt from Commonwealth income tax in respect of 
income derived by him during the full year ended December 31, 
1937. If the taxpayer had adopted the normal year of income, his 
estate would have been exempt in respect of income derived 
between July 1, 1937, and December 31, 1937, inclusive. 

As Euclid says, jail is absurd! 


STATUTORY EXEMPTION CALCULATIONS 
By E. Masry 

The successful man in any business is he who performs his 
functions efficiently with the minimum of effort. For the account- 
ant this means the saving of time and energy in small matters of 
detail, of which in many instances his days mostly consist. On 
that account, even the most trivial economy of effort should not be 
despised, but regarded as another of many similar contributions 
to the easier performance of his duties. 

A case in point is the calculation of the statutory exemption in 
tlation to Federal and State income taxes. Although they handle 
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this matter so often in the course of their duties, many public 
accountants and taxation consultants are apparently still content 
painfully to work out the exemptions step by step in accordance 
with the wording of the Acts. It is, however, possible to reduce 
the provisions to simple formulae, which will give the statutory 
exemption with a moment’s mental calculation. In the instance 
given below, the statutory exemption is represented by the symbol 
E, and N represents the net income on which the exemption is 
calculated. 


Commonwealth 
Section 81, sub-section (1) of the Income Tax Assessment 
Act, 1936, provides that: 

“The following amount (in this Act called the ‘statutory 
exemption’ ) shall be an allowable deduction to any person 
other than a company : 

(a) the sum of two hundred and fifty pounds, less one 
pound, for every two pounds by which the income 
exceeds two hundred and fifty pounds, or 

(b) where the income does not exceed two hundred and 
fifty pounds, the amount of the income. 

In this sub-section ‘income’ means the residue after deducting 
from the assessable income all other allowable deductions.” 
Expressed mathematically, Sub-section 81 (1) (a) reads: 
N — 250 
(A) E = 250 — (*>**) 
Multiplying each side of the equation by 2: 
2E = 500 — (N — 250) 
= 500 — N+ 250 
= 750 — N 


Dividing now each side by 2: 


T 
(B) — 750 —N 
2 discr 
In non-mathematical terms, the statutory exemption is half the J State 
amount by which the net income falls short of £750. 
An example will demonstrate the truth of this simple formula. 
For a net income of £540, the exemption can be calculated: 
Using equation (A)— 


E = 250 — $40 — 250 ) 


290 
a .. = 
250 — 145 
£105 
Using equation (B)— P. 
750 — 540 210 _ wae 


E = e__—- = = b 
2 2 In ot | 
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When the net income is an odd amount (say £541), the statutory 
exemption remains the same as for the even number immediately 
below. It follows that when the simplified equation (B) is used, 
and a fraction results, the statutory exemption is the whole number 
immediately above the answer obtained. 

The same formula can be found without recourse to mathe- 
matical symbols. For every £2 by which the net income exceeds 
£250, the statutory exemption is decreased by £1. It follows that 
when the net income reaches £750 (that is, exceeds £250 by 
{500) the statutory exemption disappears. At £748, the exemp- 
tion is £1, at £746 it is £2, and so on. Generalising from these 
examples, it is clear that the statutory exemption is £1 for every 
{2 (or part of £2) by which the net income fails to reach £750. 
This is merely a restatement of the equation (B). 


New South Wales 
(a) Section 91 of the New South Wales Income Tax ( Manage- 
ment) Act, 1936, provides in the instance of taxpayers domiciled 
in the State for a statutory exemption of £250, less £1 for every 
{8 by which the net income exceeds £250. 
That is— 
—_. 
E= 250 (i = 7%) 
Ss = — (N — 250) 
— N+ 250 
—wN 
Therefore E = =—3 


As in the case of the Commonwealth Act, where a fraction 
results, the statutory exemption is the whole number immediately 
above. 

(b) For non-residents (with the exception of those whose 
concessional deductions and statutory exemption are left to the 
discretion of the Commissioner under Sub-section 89 (2) of the 
State Act) the statutory exemption is £50, less £1 for every £8 
by which the income is above that figure. 

Calling the statutory exemption for non-residents, e, we have 


the equation : 
N — 50 
2 (9) 
400 (N — 50) 
400 N + 50 
450 N 


Therefore e = “ 


The distinction made by Section 91 between residents and non- 
residents raises the question whether there is any constant relation 
between the statutory exemptions of the two classes of taxpayers. 
In other words, having found the statutory exemption for residents 
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for a given income below £450 (beyond which non-residents 
receive no benefit) can we find the non-resident exemption with- 
out recourse to the separate formula? 


. 2250 — N 450 —N 

E—e= (2 ) Cr 
8(E —e) (2250 —N) — (450—N) 

2250 —N — 450+ N 
= 1800 

1800 

8 

= 225 

That is, the statutory exemption for non-residents is always 
£225 less than that for residents on the same income. 
South Australia 

In this State, the statutory exemption is governed by Section 92 
of the Income Tax Assessment Act, 1936. Here the exemption is 
of £100 only, declining by £1 for every £9 of income in excess 
of that figure. 


Therefore E—e 


E 100 — (N= 10) 
9E = 900 — (N— 100) 
900 — N + 100 
1000 — N 
1000 — N 


Therefore E 7) 


Here also the statutory exemption is the nearest whole number 
above, when a fractional answer is obtained. 

From the similarity in form of the formulae for the Common- 
wealth, New South Wales, and South Australia, a common rule 
may be stated to obtain the statutory exemption in all these cases: 

Divide the amount by which the actual income falls short of 
the figure at which the statutory exemption disappears, by the 
number of pounds excess income needed to reduce the statutory 
exemption by £1. 

[Mr. Masey is a member of the Post-Graduate Study Group in 
Federal Income Tax of the New South Wales Division of the 
Commonwealth Institute of Accountants. His article is published, 
not alone for its intrinsic merit, but as an illustration of the quality 
of the work that is being done by members of the Group.—(Ed. 
A.A.) | 


NEW SOUTH WALES BOARD OF APPEAL 
By Joun M. Waite 
Secretary, Taxpayers’ Association of New South Wales 
In the December, 1936, issue of The Australian Accountant 


reference was made by the writer to the action of the Victorian 
Ministry in making legislative provision for the appointment 0! 
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members of the Federal Taxation Board of Review as the per- 
sonnel of the Board constituted under the State Act. 

Provisions for the constitution of a Board of Appeal substantially 
similar in character to the Victorian and Federal Boards were 
included in the New South Wales Income Tax (Management) 
Act, 1936. Section 219 of that Act provided that such Board should 
consist of three members, including (a) a barrister or solicitor 
of requisite standing and (b) a public accountant with similar 
standing. 

In view of the precedent established by the Victorian Parliament 
in this matter representations were made from several quarters to 
the New South Wales Ministry urging that this State should also 
appoint the personnel of the Federal Board to hold office as mem- 
bers of the State Board. 

It was submitted in support of these representations that the 
State would as a result derive the benefit of the long experience and 
qualifications of the present members of the Federal Board; that 
the same Board would be able to review both Federal and State 
Assessments, this factor being particularly pertinent since both 
Federal and State Acts are now substantially uniform and it is 
obvious that in many instances the same contentious points will arise 
under both assessments; that with the same Board adjudicating 
in the spheres of Federal and State taxation conflicting decisions 
would be avoided and finally that such a step would probably mean 
anot inconsequential saving in administrative costs. 

Despite the weight of these contentions, however, the Ministry 
chose to appoint a separate Board. The appointments gazetted on 
March 19 last are: 

Mr. A. H. Uther, B.a., tt.B. (Chairman), 
Mr. A. E. Barton, M.B.£., F.c.A. (Aust), 
Mr V. G. Watson. 

It must, however, be admitted that such criticism as taxpayers 
might have felt. justified in directing against the Ministry for not 
following the example of the Victorian Government is somewhat 
dispelled by the eminent qualifications of the gentlemen actually 
appointed. It can readily be anticipated that such a Board will 
quickly achieve the complete confidence of both taxpayers and the 
Department. 


The Question Box 
LOSSES AND OUTGOINGS 


Question: 

W.N.R. (Lockhart) asks: 

“A farmer buys a block of land and takes delivery on March 1. 
Between then and June 30, he buys seed wheat, fertiliser, etc., but 
gets no return from the land until after June 30. If he has other 
inome—say income from property—could he deduct the above 
expenses from such income or must he wait until the following 
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year when he gets some return from the land and those expense 
to deduct them?” 


Answer: 


Section 51 of the Commonwealth Act permits a deduction of 
“all losses and outgoings to the extent to which they are incurred 
in gaining or producing the assessable income, or are necessarily 
incurred in carrying on a business for the purpose of gaining or 
producing such income.” The taxpayer is certainly entitled to 
deduct the expenditure mentioned from his assessable income of 
the year in which such expenditure was incurred. Moreover, the 
excess of allowable deductions over assessable income is an allow- 
able deduction in subsequent years to the extent permitted by 
S. 80. Expenditure, in cases of continuing businesses, may be 
allowed as a deduction, though it produces, and i is possibly designed 
to produce, results in the way of income in a future year, and 
not in the year in relation to which income is being assessed, 
Ward & Co. Ltd. v. C. of T. (N.Z.) [1923] A.C. 145. See 
journal, January, 1937, p. 481. 


Sales Tax 
THE POSITION OF “TECHNICAL” MANUFACTURERS 
EXPLAINED 
By H. R. Irvine, F.F.1.A., A.c.1.s. (Eng.) 
(Sales Tax Consultant) 


The only persons who are liable for registration under the 
Sales Tax Assessment Acts are wholesale merchants and manu- 
facturers. 

In the February issue of the journal, an explanation was given 
as to who is a wholesaler for sales tax purposes, and this article 
deals with the position of persons who are technical manufacturers 
within the meaning of the Acts. I say “technical” so as to distin- 
guish from actual manufacturers as commercially understood. 


ORIGINAL DEFINITION 
In the original Sales Tax Assessment Act, 1930, “Manufacturer” 
was defined as under: 

“*Manufacturer’ means a person who ongnges, whether 

exclusively or not, in the manufacture of goods, and includes 

a printer, publisher, lithographer or engraver; and, where 

one person makes goods wholly or in part for another out of 

materials supplied by that other, the person supplying the 

materials shall be deemed to be the manufacturer, and the 

person so making the goods shall not be deemed to be the 
manufacturer.” 
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The following definitions were also included in that Act: 


(1) “ ‘Person’ includes a Company.” 

(2) “‘Company’ includes all bodies corporate or unincor- 
porate, but does not include partnerships.” 

(3) “ ‘Manufacture’ includes production.” 

(4) “ ‘Manufactured’ includes produced.” 

(5) “ ‘Goods’ includes commodities.” 


It will be noted that none of the definitions is exhaustive. For 
instance, it is stated that a manufacturer “includes” a printer, 
publisher, lithographer or engraver, and that manufacture 
“includes” production. The other definitions mentioned have been 
similarly expressed. Notwithstanding these obvious precautions 
in drafting, many difficulties have been encountered in connection 
with the interpretation of the definitions. 

Considerable confusion arose because a person was regarded as 
a manufacturer if he supplied materials to another person, out 
of which the latter person wholly or partly made goods, whilst 
the person actually making the goods was deemed not to be the 
manufacturer. The object was, of course, to enable tax to be 
charged on a higher value (i.e., on the manufactured goods) in 
the hands of the person supplying the materials, but the then word- 
ing of the definition caused a defect in the law which meant that 
a private individual who supplied materials to, e.g., a tailor or a 
dressmaker, was the manufacturer of the made-up goods (and 


accordingly liable to registration!), whilst the “maker-up” (e.g., 
tailor or dressmaker) was expressly stated not to be the manu- 
facturer of those goods. 

This anomalous position was somewhat rectified by Act No. 62 
of 1930 (assented to on December 16, 1930) by which the defini- 
tion of “manufacturer” was amended to read: 


“*Manufacturer’ means a person who engages, whether 
exclusively or not, in the manufacture of goods, and includes 
a printer, publisher, lithographer or engraver; and where one 
person makes goods for another wholly or in part out of 
materials supplied by that other, and the goods are not required 
for the private, domestic or other personal use of that other, 
the person supplying the materials shall be deemed to be the 
manufacturer, and the person so making the goods shall not 
be deemed to be the manufacturer.” 


The words in italics were added, and although the amendment 
legally operated retrospectively to the commencement of the 
original Act (August 18, 1930), it was not administratively applied 
until February 1, 1931. 

It will be seen that whilst the amended definition stated that 
the person supplying the materials was the manufacturer if the 
goods to be made were not required for the private, domestic or 
other personal use of the person supplying the materials, it did 
not state specifically who was the manufacturer when the goods 
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were required for that purpose. In such circumstances the Com. 
missioner regarded. the “maker-up” as the legal manufacturer, 

Section 18 (1) of Sales Tax Assessment Act (No. 1), 1930, 
was also amended to provide that “where a person makes goods 
for another wholly or in part out of materials supplied by that 
other, and the goods are required for the private, domestic or 
other personal use of that other, the person making the goods 
shall . . . be deemed to have sold them at the time of the delivery 
of those goods to that other, for the amount charged for making 
the goods and for the materials (if any) supplied by the person 
making them.” 

This proviso did not, however, state that a person who made 
such goods was the “manufacturer” of those goods (nor could it do 
so because it was an amendment to a Section dealing with “sale 
value”) but subsequent amendments to the definition of “manv- 
facturer,” explained later, have been made in an endeavour to 
remedy that defect. 

The position in regard to the liability of persons who sent 
materials to others to be used in manufacture was further compli- 
cated by the issue of a Ruling by the Commissioner to the effect 
that the words “materials supplied” should be regarded as meaning 
“materials supplied as owner.” This interpretation of the defini- 
tion was responsible for confusion and doubt in the minds of those 
persons who “made-up” goods out of materials supplied to them. 
Under modern conditions, the manufacture of a particular article 
may involve a series of processes of manufacture, and in certain 
circumstances one person may not perform all those processes. 
Persons performing any of the processes could not know who 
was the owner of the materials, or to what use the processed goods 
were to be put by the person supplying the materials. 

Confusion was particularly marked in the clothing trade. It is 
not an uncommon practice in that trade for a person to make 
goods out of materials received from another person, but he is 
not always in a position to know if that other person is the owner 
of the materials, or if one of that person’s customers is the owner. 
And if the “maker-up” does not know whether the materials are 
supplied to him by a person as owner, or by such person acting as 
agent for the owner, he is not in a position to know the purpose 
for which the made-up goods are required. In such circumstances 
he could not determine whether or not he was the legal manu- 
facturer. 

An example will illustrate this somewhat complex position. If 
A, a manufacturer (as commercially understood), made goods out 
of materials supplied by B (as owner), B was regarded as the 
manufacturer if the made-up goods were not for his (B's) 
private, domestic or other personal use, and he (B) was liable for 
payment of tax thereon. But if B supplied to A materials which 
were owned by C, a private individual who required the goods for 
his own personal use, A was regarded as the manufacturer and 
liable for payment of tax. How could A determine his liability 
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(if any) in the transaction? All he probably knew was that he 
received the materials from B but he did not know who was the 
owner of the materials supplied. Even if he were aware of the 
identity of the owner of the materials, he might not have known 
the use to which the made-up goods were to be put, i.e., whether 
they were for the “private, domestic or other personal use” of the 
owner of the materials, or whether they were for his business use 
or for re-sale. There again the “maker-up” was confronted with 
the problem as to whether or not he was legally regarded as the 
manufacturer. 

A further attempt was made to overcome this difficulty, by 
another amendment to the definition of “manufacturer” (as from 
October 5, 1932) by adding the following words in italics: 

““Manufacturer’ means a person who engages, whether 
exclusively or not, in the manufacture of goods, and includes a 
printer, publisher, lithographer or engraver ; and a person (not 
being an employee) who makes up goods, whether or not the 
materials out of which the goods are made or owned by him, 
but where one person makes goods for another, wholly or in 
part out of materials supplied by that other, and the goods 
are not required for the private, domestic or other personal 
use of that other, the person supplying the materials shall be 
deemed to be the manufacturer, and the person so making the 
goods shall not be deemed to be the manufacturer.” 

At the same time (October 5, 1932), the definition of “manu- 
facture” was amended to include, in addition to “production,” 
“the combination of parts or ingredients whereby an article or 
substance is formed which is commercially distinct from those parts 
or ingredients, except such combination as, in the opinion of the 
Commissioner, is customary or reasonably practicable for users 
or consumers of those substances or articles to undertake.” 

The position was thus reached that a person was a manufacturer 
for sales tax purposes : 

(a) If he engaged in “manufacture,” or 
(b) (by reason of the definition of “manufacture”) if he 
engaged in— 
(1) the “production” of goods, or 
(ii) the combination of parts or ingredients which 
resulted in the formation of an article or substance 
commercially distinct from those parts or ingredi- 
ents, or 
(c) if he “made-up” goods (even out of materials not owned 
by him), or 
(d) if he supplied materials to a “maker-up” to be manufac- 
tured into goods which were not for his private, domestic 
or other personal use. 


It should be noted that if he made (not made-up) goods wholly 
or partly out of materials supplied by some other person, he was 
not the manufacturer if that other person did not require for his 
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own private, domestic or other personal use, the goods so made! 
This was a classic example of “confusion worse confounded,” and 
it would appear that the law still did not impose any liability 
the person who made-up goods wholly or partly out of materials 
supplied by another person, if that other person required the made. 
up goods either for sale or for his own business use. 

On August 4, 1934, the proviso to Section 18 of Sales Tax 
Assessment Act (No. 1) mentioned above was re-expressed as 
Section 17A of that Act in the following terms: 

“17A.—Where goods are manufactured for a person wholly 
or in part out of materials supplied by him, the manufacturer 
of the goods, whether he makes up those goods himself or 
procures their making-up by another person, shall, for the 
purposes of this Act, be deemed to have sold the goods to the 
first-mentioned person, at the time of their delivery to him, 
for the amount charged to him by the manufacturer in respect 
of those goods.” 

The Commissioner has issued the following explanation on the 
new Section 17A: 

“This section re-enacts the effect of the former proviso to 
Section 18 (1), and clarifies the position as to the incidence 
of the liability to tax where goods are manufactured out oi 
materials supplied by a customer. In the tailoring trade, for 
example, it is a fairly common practice for customers to suppl) 
a suit length to a merchant tailor who, in turn, passes the 
material on to a manufacturing tailor to be made up intoa 
suit. Under the former proviso to Section 18 (1), doutt 
existed as to whether the liability to sales tax in respect of the 
finished suit fell upon the manufacturing tailor or upon the 
merchant tailor. Section 17A provides that the liability to tax 
in all such cases shall fall upon the merchant tailor, by deem- 
ing him to have sold the suit to the customer, at the time of 
delivery, for the amount charged to the customer. The opers- 
tion of Section 17A as thus exemplified in the clothing 
industry, will apply equally to other industries in which tran 
sactions of a similar nature take place.” 

This explanation indicated an apparent abandonment by the 
Commissioner of his earlier ruling that the words “materials sup- 
plied” should be read as meaning materials supplied as owner. 

The intention of the amendment seems clear where three persons 
are involved in the transactions, viz., A the private customer, } 
the merchant tailor, and C the manufacturing tailor, or maker-up, 
but it would appear that that Section could not be applied where 
a person (A) made up goods out of materials supplied by another 
(B) who required the made-up goods for his business use. Under 
such circumstances, the word “manufacturer” in Section 17A must 
be read as meaning “manufacturer” as defined in the Act, and that 
definition declared that the supplier of the materials (B) was the 
manufacturer. If Section 17A is applied to these circumstances, 





terials 
made- 


s Tax 
sed as 


wholly 
ucturer 
self or 
Or the 
to the 
o him, 
respect 


on the 


visO to 
“idence 
out of 
de, for 
supply 
ses the 
into a 
doubt 
of the 
on. the 
to tax 
deem- 
ime of 
opera- 
lothing 
h tran- 


by the 
Is sup- 
er. 

ersons 
ner, B 
ker-up, 
where 
nother 
Under 
\ must 
id that 
vas the 
tances, 


1937 THE AUSTRALIAN ACCOUNTANT 203 


the position is reached that the manufacturer of the goods (i.e., 
B) is deemed to have sold the goods to himself at the time of their 
delivery to him and for the amount charged to him by himself in 
respect of the goods! 

Although the previous proviso to Section 18 made it clear that 
it applied only where the goods were required for the private, 
domestic or other personal use of the person supplying the 
materials, the new Section 17A was not so qualified, and prima 
facie it fixed a liability which was incapable of reasonable applica- 
tion. 

One naturally wonders how many taxpayers have been penalised 
by paying tax, or otherwise, in circumstances of this nature, 
especially in view of the Commissioner’s admission that doubt 
existed as to whether the liability to sales tax in respect of the 
finished goods fell upon the manufacturing tailor or upon the 
merchant tailor. 

Another attempt has since been made, apparently to place the 
question beyond doubt, for, by the Sales Tax Amendment Act, 
1936 (operative as from December 7, 1936), the definition of 
“manufacturer” has again been amended to read as under: 

“*Manufacturer’ means a person who engages, whether 
exclusively or not, in the manufacture of goods, and includes 
a printer, publisher, lithographer or engraver, and a person 
(not being an employee) who manufactures goods, whether or 
not the materials out of which the goods are manufactured 
are owned by him, but, where one person manufactures goods 
for another, wholly or in part out of materials, supplied by 
that other, and the goods are not for the use of, but are for 
sale by, that other, the person supplying the materials shall 
be deemed to be the manufacturer, and the person who so 
manufactures the goods shall be deemed not to be the manu- 
facturer.” 

It will be seen that the word “manufactures” has been substi- 
tuted for the words “makes up” and “makes” in the previous 
definition. As from the same date, the words “makes up” and 
“making up” in Section 17A were amended to read “manufac- 
tures” and “manufacture” respectively. The Section, as amended, 
is now as under: 

“17A.—Where goods are manufactured for a person wholly 
or in part out of materials supplied by him, the manufacturer 
of the goods, whether he manufactures those goods himself or 
procures their manufacture by another person, shall, for the 
purposes of this Act, be deemed to have sold the goods to the 
first-mentioned person, at the time of their delivery to him, 
for the amount charged to him by the manufacturer in respect 
of those goods.” 

The apparent intention of the amendments is to remove the 
previously-existing doubt mentioned above and the inconsistency 
between the definition and Section 17A. 
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For the sake of taxpayers and the administration alike, one can 
only hope that the objective has, after six and a half years of 
bewilderment, been achieved, but one can visualise the doubts 
which “makers-up” must still be confronted with in attempting 
to determine whether or not they are manufacturers within the 
meaning of the Act, because of their not knowing the use to which 
the manufactured goods will be put by the person supplying the 
material. 


Right of Recovery of Amounts Paid under 
Unconstitutional Legislation 


A recent decision of the High Court of Australia in Homebush 
Flour Mills Limited v. The Attorney-General for the State of, 
New South Wales, was to the effect that the Flour Acquisition 
Act, 1931, was unconstitutional and ultra vires the New South 
Wales legislature. 

The New South Wales Government has collected from millers 
and bakers in that State large sums of money by way of tax under 
this Act to which it was not entitled. The question arises whether 
the amounts so collected can now be recovered from the Govern- 
ment by the payers. 

We are indebted to Mr. S. W. Griffith, Vice-President of the 
Commonwealth Institute of Accountants, for the following sum- 
mary of the opinion of a leading King’s Counsel on the point. 

The answer to this question must depend in each case on the 
circumstances in which the payments were made. For instance, 
if the person paying the tax knew at the time of payment that the 
tax was invalid, but he could pass the tax on and paid it without 
protest, no action for recovery of the moneys so paid would lie. 
As was said by Lord Reading, C.J., in Maskell v. Horner, 1915 
3 K.B. 106 at 118, “If a person with knowledge of the facts pays 
money which he is not bound to pay and in circumstances implying 
that he is paying it voluntarily to close the transaction, he cannot 
recover it. Such a payment is in law like a gift and the transaction 
cannot be reopened. 
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The Gold Standard and Foreign Rates of Exchange 
By A. E. Watson, 
Manager, English, Scottish & Australian Bank, Hobart 


[A paper delivered to the Federal Institute of Accountants, 
(Tasmanian Division) | 


The monetary stock of a community is of two main kinds— 
notes and coins on the one hand, constituting the currency, and 
bank balances on the other. 

There are two main kinds of monetary system—those the value 
of whose units is measured by some recognised standard, such as 
acertain quantity of gold, or silver, or units of another monetary 
system, and those which are independent or autonomous. In the 
former case, a country which has such a monetary system is said 
to be on the gold standard, on the silver standard, or, where the 
standard is the money of another country, on the sterling standard, 
or on the dollar standard, etc. Monetary authorities have usually 
made it their ideal to maintain such a standard, and regulations 
governing the issue of notes and coins have been adapted to that 
end. 

Two conditions are requisite for the effective maintenance of a 
gold standard. One is that holders of gold should be able to obtain 
units of the home currency in exchange for it, without limit, at the 
oficial rate of exchange; the other is that holders of the home 
currency should be able to obtain gold, without limit, at the 
official rate of exchange. The former condition prevents the value 
of the home currency from rising above its official valuation in 
terms of gold; the latter prevents it from falling below. 

Under these conditions, gold can be imported and exported 
freely by any country on the gold standard and each country will 
endeavour to maintain stocks of gold adequate to its needs. 

Why did gold become a popular base for monetary systems? 

In the very early days people did not worry about money, 
because each family produced nearly all of the things that were 
required to feed, clothe and shelter it. But, if one family had 
more of one thing than it needed, perhaps some other family had 
a surplus of some other thing and an exchange was made to the 
satisfaction of both parties. 

This primitive system of exchange was known as barter, and 
it was an unsatisfactory way of transacting business, because a 
person who wanted to exchange his surplus goods had to find 
someone else who not only required what he had to dispose of, 
but who was able to supply him, in turn, with what he sought. 

Another difficulty arose in measuring the value of the respective 
goods to be exchanged, and often a convenient method of sub- 
division was lacking. 

However, crude as it was, this system of barter was clearly an 
alvance upon direct consumption, because it gave people the choice 


D 
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of a greater variety of goods, and, as no one would exchange unless 
he thought he would gain by it, all were better off by the system 
than without it. 

In its earliest stages, this method of trading was limited to 
people within a tribe or community, but gradually it spread to the 
exchange of surplus goods between neighbouring tribes. To facili- 
tate this new development, people were led to establish some par- 
ticular form of wealth to serve as a medium of exchange and asa 
common measure of value for all classes of goods; in other 
words, they invented money. 

Many different things were used to serve as money, such as 
skins, oxen, shells, ivory, etc., but sooner or later all communities 
came to employ the precious metals. 

Iron was used by the ancient Spartans, but because it is so heavy 
in proportion to its value, its place was taken by gold and silver. 

These last-mentioned metals soon proved to be satisfactory as 
money, particularly gold because it is precious, it is easily divisible, 
it is durable and it is easily stamped. Gold, therefore, is a com- 
modity and a standard or measure of value which acquired a 
world-wide acceptance. 

Before the Great War—1914 to 1918—most of the leading 
countries of the world were on the gold standard, but, when war 
broke out, naturally they wished to conserve their stocks of gold 
and they prohibited export thereof and even its use internally for 
currency purposes. In other words, they abandoned the gold 
standard. At the conclusion of the war many countries returned 
to the gold standard at different dates and in various ways, but 
to-day there is not one leading country which is on the gold 
standard. Some, notably Germany and Italy, profess to be, but 
as their exchange policies are so hedged round with restrictions 
and free shipment of gold is not permitted, they cannot be regarded 
as being on the gold standard as known before the war. 

Bound up with this question of the use and disuse of the gold 
standard is the question of foreign exchange rates. How were 
and are these determined? 

When countries were on gold, the mint par rates of exchange 
between them were based on the actual gold content of the various 
coins. Thus, before the War, the par of exchange between 
England and France was £1 equals 25:22152 francs—which meant 
that there was as much pure gold in one English sovereign as in 
25:22152 francs, and so on with other countries. To be strictly 
accurate, it must be mentioned that there was really no golden 
franc in France, the legal tender unit being the silver franc, which 
derived its gold basis from the Mint Laws. But there were 
twenty-franc gold pieces upon which the calculation was based. 

Of course, actual or day-to-day rates of exchange did not remain 
constant with the par or mint rates, but they varied according to 
the state of trade and finance between countries in much the same 
way as they do to-day, but as a rule not with such marked fluctua- 
tions. 
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Variations in rates of exchange under any monftary standard 
depend upon the flow of trade between, and the het balance of 
payments due to or by, one country and other countfries. This net 
balance is determined by the volume and prices qf exports and 
imports and other items. For example, a country] receives or is 
due to receive payment for its exports abroad, for segvices rendered 
to other countries—such as shipping freights, etc., and interest and 
dividends on its moneys, if any, invested in other copntries. Simi- 
larly, the influx of money borrowed from abroad fos a fixed period 
or of foreign moneys invested in the country r¢present credit 
items in this connection, although, when these latfer have to be 
repaid, they swing over to the debit side. On the other hand, 
a country pays or has to pay for its imports frdm abroad, for 
freights chartered from other countries, for intqrest and divi- 
dends on foreign money invested within it, etc. Hlere it may be 
of interest to note that money spent by tourists inja country is a 
plus item to that country; money spent by its own Holiday trippers 
abroad is a minus item to it. 

It should be mentioned also that, when a country horrows money 
from abroad, its imports will rise; when it has jo repay those 
loans, its exports will rise. 

Throughout each and every year, then, these pce ty to and 





fro are always occurring and according to the balance thereof at 


any given date so do rates of foreign exchange fluttuate. When 
acountry has to pay more than it has to receive, if has a greater 


demand for the currencies of other countries than]they have for 
its own, and this demand causes the price of foreign currencies to 
rise in terms of its own currency. Thus, if Engjand owed the 
United States of America more than the United States of America 
owed it, there would be a strong demand for dollars and the price 
of dollars in terms of English sterling would rise, or more English 
sterling would have to be given for a fixed quantity of dollars, and 
the market rate of exchange would rise above the mint par rate. 
This means that, instead of £1 sterling purchasing 4:8665 dollars, 
itmight purchase only 4 dollars—dollars would appreciate in value 
and sterling would depreciate correspondingly. 

However, you cannot isolate any two countries ftom the world 
economy, and rates on the whole are governed by the state of a 
country’s trade with all other countries. 

When the gold standard was in full operation, rates of exchange 
between gold standard countries did not vary to any material 
extent and this led to a certainty in trade contracts which helped 
materially to develop the commerce of the world. 

When a country was on the gold standard, the Central Bank or 
other monetary authority was compelled by law to sell gold in 
wlimited amounts at a fixed price and to buy all the gold offered 
0 it at a fixed price a fraction lower than the selling price. When 
the pound was on the gold standard, for example, the Bank of 
England was obliged to buy gold of standard fineness at £3/17/9 
a oz. and to sell it at £3/17/104 an oz. 
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As mentioned previously, the relation between these fixed prices 
in the different gold standard countries determined the mint parity 
of their currencies. 

Now, if the day-to-day rate of exchange between two gold 
standard countries varied to any extent from parity, it became more 
profitable to buy gold from the Central Bank in one country and 
to incur the expense of transporting it to the other country to sel 
it to the Central Bank there than to make a direct exchange of the 
two currencies. 

The exchange rates at which these transactions became profitable 
were known as the “gold points” and they set limits to the possible 
extent of fluctuations. Thus, the gold standard helped to reduce 
exchange fluctuations to a minimum, but, if a country’s balance of 
trade continued to be adverse, there was an undue drain of gold 
and, if that country desired to remain on the gold standard, it 
had to take special steps to achieve that end. For example, the 
Central Bank raised its rate of discount and shortened credit 
mainly through a restriction in the note issue. This, in tum, 
caused trading banks to increase the rates of interest they allowed 
on fixed deposits and the rates they charged on overdrafts. It 
caused them to curtail credit and even to call in loans. Thus, 
trade was checked and imports dropped, the demand for goods 
and services fell and prices and wages were reduced. This state 
of affairs ultimately caused a reduction in costs, which maé 
exports more desirable in the eyes of foreign buyers, and conse- 
quently export figures rose. Further, the increase in rates of 
interest in the country concerned attracted liquid foreign capital 
to that country for investment, of which there was and is 
always a large amount in the world seeking the most remunerative 
rates. 

By these means equilibrium in the exchange was restored, the 
drain of gold ceased and gold commenced to flow in again. 

It may be asked—why did countries which departed from the 
gold standard during the War revert to it after the War and 
then abandon it again. The reason is that the gold standard before 
the War was not an automatic one. To a certain extent the gold 
standard always was a managed standard, but up to 1914, owing 
to London’s pre-eminence in the world’s money market, it was 
effect a standard managed by London and so managed that the 
fact of its management was hardly realised. London, as the 
recipient of by far the greater part of the world’s current output 
of gold and as overwhelmingly the most important financial centre, 
was in a position so to manage the gold standard as to make it in 
effect a sterling standard. 

Further, trade conditions throughout the world were then 
fairly stable and sufficient supplies of new gold were won from 
Ballarat, the Rand and Klondyke to create the basis for an increas 
ing volume of trade and its attendant currency requirements. 

The War brought great changes. The situation above described 
could not possibly be reproduced after the War, when London, 
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aithough it largely regained its pre-eminence as a centre of short- 
term commercial finance, was no longer the world’s leading capital 
market, and the control of financial operations had necessarily to 
be shared between a number of different financial centres of 
varying degrees of importance. 

In these circumstances the gold standard lost even that degree of 
automatism which it may have possessed before the War and 
became to a greater extent a managed standard, but it was managed 
no longer by a single authority, but by the distinct and sometimes 
conflicting judgments of a number of central banks and financial 
agencies in different countries; in fact, it became unworkable. 

Other factors which disturbed the position were the crushing 
burden of war debts and reparation payments. America, by virtue 
of being a great creditor nation and because of her tariff policy, 
drew vast quantities of gold from other parts of the world and thus 
created further disequilibrium in the monetary system. Various 
nations developed policies of economic nationalism in an endeavour 
tomake themselves self-contained, the supply of new gold did not 
increase as in pre-war days and fresh long-term foreign lending 
became practically non-existent. In these circumstances, world 
trade necessarily became restricted and heavily curtailed, prices 
of all commodities fell, and the whole system of trade, commerce 
and finance was disrupted. 

Those countries which after the war returned to the gold stan- 
dard and which endeavoured, until recently, to link their currencies 
to it either with or without control of foreign exchange ignored 
these factors and they ignored the increased value of gold in 
relation to the decreased value of commodities and thus overvalued 
their currencies by remaining at par with it. Consequently, their 
prices of goods were too high and their export business was 
checked. Curtailment of exports in turn must result in curtail- 
ment of imports and all-round hindrance to external and internal 
trade. 

On the other hand, countries which departed from the gold 
standard did not suffer these disabilities so seriously. Each took 
steps appropriate to its own conditions to control its exchanges at 
rates best suited to it; it depreciated its currency accordingly and 
endeavoured to formulate its credit policy to preserve a reason- 
able balance in its overseas trade. 

It is clear then that, whether on or off gold, a country must 
to a certain extent manage its exchanges and, when off gold, it 
must ignore the mint par of exchange and contrive to adopt rates 
which will encourage or discourage exports and imports at will. 

The trouble is, though, that when off gold, countries are apt to 
engage in competitive currency depreciation in the fight for world 
markets. 

The story of exchange policy in Australia may be of interest. 
As you are aware, Australian exchange rates are based on London. 
The striking feature of the Australia~-London exchange rate has 
been its stability. For at least thirty-five years—whether on gold 
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or off gold—fluctuations in the exchange rate between Australian 
currency and sterling have been negligible, with the exception of 
the movements which occurred in 1930 and 1931. This has beep 
achieved, not because Australia for the greater portion of the 
period had been on gold, but because of exchange management, 
The Australian trading banks have head offices or branches jp 
London and close co-ordination between those offices has been th: 
key to the position. 

The stability of exchanges at which Australian management has 
aimed has been rendered necessary by the requirements of Aus- 
tralian industry and trade. Seasonal conditions in this country 
cause substantial variations in the volume of imports and exports 
and these, coupled with changes in overseas borrowing, would 
make the exchanges fluctuate wildly in the absence of some control, 
If allowed to take their course, these fluctuations would do much 
harm to the Australian economy and would involve internal adjust- 
ments in costs and prices which would cause hardship. 

In passing, I may add that, owing to seasonal vicissitudes, heavy 
exports and heavy imports do not necessarily synchronise. For 
instance, exports might be heavy in one year and cause an accumu- 
lation of money in the hands of the banks in London; the follow- 
ing year might be a drought year, with a drastic reduction in 
exports, but because of the ample funds in London imports prob- 
ably would pour in heavily. It is these movements for which 
exchange management must cater. 

Australia was on the gold standard until July, 1915, when that 
standard was suspended owing to the Great War. It was restored 
in April, 1925, and was maintained until the end of 1929. 

During the periods when Australia was on gold, its currenc 
was convertible into gold in Australia and anybody could export 
and import gold without restriction. In each period Australian 
banks held large balances in London. As a matter of fact, Aus 
tralia really maintained a sterling exchange standard. Apart 
from 1930-1931, we followed sterling closely whether on or of 
gold. There is thus but little difference between the gold standard 
periods and the periods when we have been off gold. 

As indicated earlier in this paper, when countries are on gold 
the theory is that relative price levels will be kept in harmony by 
the free flow of gold between them. Thus, if the Australian 
balance of payments was adverse, then, in the absence of fresh 
borrowing overseas, we had to ship gold. So our credit base was 
reduced and costs and prices fell. Australia then would be a goo? 
country from which to buy, but a poor one to which to sel. 
Thus, gradually exports would increase and the position would 
adjust itself. Credit would ease and prices would rise again. 

As a matter of fact, gold shipments from Australia have nevér 
at any particular date been especially heavy, apart from golé 
which we have shipped as a commodity just in the same way as we 
export wool, wheat, etc., and, if possible, gold shipments have 
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been avoided. To avoid them it was necessary to regulate internal 
credit, interest rates being the instrument employed. 

In addition, the banks are practically the only dealers in exchange 
and keep large balances in London to assist them to hold the 
exchanges stable. The state of these funds from time to time is 
mainly the guide to their policy in Australia. When funds in 
London become low, advances in Australia are contracted, tending 
to lower internal prices and costs and thereby inducing a greater 
flow of exports and a slowing down of imports. Plentiful London 
funds induce a more liberal lending policy in Australia with the 
opposite effect. 

The key to exchange management in Australia has been the 
attention the individual trading banks have given to the ratio of 
advances to deposits as a subsidiary guide to their cash ratio in 
adjusting their credit policy. Although they have considered it 
desirable on occasions that the ratio of advances to deposits should 
move higher or lower, the general aim has been to keep it stable. 

The relationship between this ratio and the maintenance of the 
gold standard is explained as follows. When a bank purchases an 
exporter’s bill, it credits him with the equivalent amount in Aus- 
tralian currency, which either increases the bank’s deposits or 
reduces its advances, according to whether the exporter is in 
credit or overdrawn. Similarly when Governments borrow abroad 
banks in Australia credit their accounts here in exchange for the 
Governments handing over to them the funds they have borrowed 
overseas. Thus, operations asociated with exporting and borrow- 
ing abroad, which increase London funds, tend to lower the ratio 
of advances to deposits. On the other hand, operations in connec- 
tion with the importing of goods and services, the overseas pay- 
ment of interest, and lending overseas, all of which reduce London 
funds, tend to reduce deposits in the aggregate and/or increase 
advances, thereby raising the ratio of advances to deposits. 

It will be seen that in a period when London funds are increas- 
ing the ratio of advances to deposits tends to decline. Therefore, 
any action by the banks to restore it to its customary level would 
expand credit in Australia, with the result that money incomes 
would be raised, tending to force up costs and prices. From the 
higher money incomes a greater volume of imports would be 
bought, and by the increase in costs exports would be discouraged, 
so that by the operation of both factors the growth of London 
funds would be checked. 

When London funds are declining, the ratio of advances to 
deposits will be increasing and the opposite action will be taken. 
Interest rates are varied freely to implement this action. 

The periods when Australia has been off gold from 1915 to 
1925 and since the end of 1929, have not been marked by any 
fundamental change in the management of the currency from that 
typical of gold standard days. The stability of the exchanges, 
characteristic of the gold standard periods, was retained in a 
similar way, through the maintenance of large exchange reserves 





212 THE AUSTRALIAN ACCOUNTANT APRIL 


in London and by the regulation of credit internally through the 
attention paid by the trading banks to their ratio of advances to 
deposits. In the latter period the regulation of credit has been 
guided by the operations of the Central Bank. 

It may be of interest to record that since the War, the main- 
tenance of a high level of public borrowing overseas and private 
investment in Australia by foreigners caused the exchange to 
remain overvalued for a considerable period. When, as was to 
happen later, borrowing abroad ceased and export prices slumped, 
overvaluation was not only prejudicial to the maintenance of the 
previous rate, because adequate London funds were not held in 
reserve, but was also harmful to the internal economy. 

When Australia abandoned the gold standard in 1929, world 
prices were falling rapidly for the reasons given earlier in this 
paper, and many other countries departed from gold at or about 
the same time. This deflationary movement seriously affected 
Australia by reducing the prices of her exports to unprofitable 
levels and at the same time the heavy borrowing overseas was 
cut off. 

At this time the level of imports had been consonant with the 
former higher level of export prices and borrowing overseas, but, 
when the last two factors disappeared, it was not reduced immedi- 
ately for two reasons—consumers always take some time to cut 
down the customary level of expenditure to lowered incomes, 
and the increased overvaluation of the currency made it cheaper 
than formerly to buy imported goods. In these circumstances 
London funds declined rapidly. 

Legislation passed on December 17, 1929, gave control over 
gold reserves in Australia to the Commonwealth Bank. This 
marked the departure of Australia from the geld standard. The 
maintenance of the gold standard would have involved drastic 
cutting of costs and would have plunged the country into general 
bankruptcy and unemployment with consequential social unrest. 

The ratio of cash to deposits had fallen and that of advances 
to deposits had increased and the banks found it impossible to 
restore these ratios without risking widespread industrial distur- 
bance. 

The benefits which accrued to Australia by the banks allowing 
their ratios to move in this time of national emergency stand as 
one of the strongest arguments for flexibility in the Australian 
banking system. The banks were compelled to ration exchange 
and the Government raised the tariff, these movements partly 
checking the drain on London funds caused by the relatively high 
level of imports. Subsequently the exchange rate was raised step 
by step until in January, 1931, the telegraphic transfer rate was 
Australian £130 equals Sterling £100. 

At this level the overvaluation of the Australian pound, which 
had been a severe handicap to Australian producers for export, 
disappeared. A necessary check to imports was given and exchange 
rationing became unnecessary. The raising of the exchange rate to 
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a level which more accurately measured the relationship between 
the Australian and oversea level of money incomes, costs and 
prices, and which was in conformity with the other factors in the 
balance of payments, was one of the most important factors which 
helped Australia to recover from the depression. 

In December, 1931, the telegraphic transfer rate was reduced 
to Australian £125 to Sterling £100 and since that date there has 
been no alteration in the rate. Aided by good seasons, increased 
production of gold available for export, high prices for wool, a 
reduction in rates of interest payable on moneys owing overseas, and 
the investment of overseas capital in Australian industrial enter- 
prises, the position gradually became easier and remains so to-day. 

Throughout this period, therefore, Australia has had greater 
exchange stability than at any time during which our currency 
was tied to gold. For the greater part of the period, moreover, 
no serious adjustments in internal credit policy were needed to 
maintain the rate. 

The situation within a country may be regarded as normal when 
its exchange rate is in harmony with the ratio between the internal 
and external levels of money incomes, costs and prices and with 
factors in the balance of payments such as borowing and interest 
payments. Therefore, it does not matter whether the rate is at the 
old gold parity or at the present parity. The Australian currency 
unit is not identical with the English currency unit, although they 
are both called a pound. Therefore, it is not necessary for our 
exchange rate ever to revert to Australia £100 equals Sterling 
£100. 

I know some people suggest that the current rate is too high, 
but until the reserves of the Australian banks in London are built 
up to a much more substantial figure than that at which they 
stand to-day, I do not think any alteration should be made. 

The ideal at which to aim is that internal stability must not be 
impaired by a desire for exchange stability if both cannot be 
achieved. 

The question is often asked—Will the world return to the gold 
standard? Personally, I think it will in some modified form. It 
isheld that stability in foreign exchanges must be achieved before 
trade can be restored to its pre-depression levels. On the other 
hand, it is contended that the present restrictions of trade, tariff 
barriers and policies of economic nationalism in operation by so 
many nations must first be modified before exchange conditions 
can settle down to a normal state. 

I think it is reasonable to assume from what I have said that 
countries should take time to adopt rates of exchange in accordance 
with their internal economies and cost and price levels. There- 
fore, it would be of no advantage to restore the gold standard 
at too early a date. 

Since England went off gold in 1931, a great measure of 
stability in the sterling exchange rate has been achieved, partly 
through British monetary policy and partly through the operations 
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of the Exchange Equalisation Fund. This Fund, as you are 
aware, was created by the British Treasury to iron out fluctuations 
in exchange rates and to assist the free flow of Britain’s oversea; 
trade. It is operated by the Treasury in conjunction with the Bank 
of England and protects the country against exchange manipul 
tors and speculators. Various other countries, observing the 
stability of sterling, have linked their currencies to it, not on a fixed 
basis but according to the balance of their trade and their interna) 
conditions generally. 

I feel then that for each country to work out its own salvation 
by aiming at the exchange rate which suits its own conditions 
best is a step necessary before a workable gold standard can be 
restored and, if it is, of course the old mint pars will not, and 
need not, necessarily be returned to. 

In conclusion I may add that the great bulk of exchange oper- 
tions throughout the world is in the hands of central and trading 
banks and the outstanding instrument for implementing the flow 
of international trade and the foreign exchanges is the Bill of 
Exchange. The great bulk of exports and imports from and to 
all countries is financed by Bills of Exchange and most of these 
documents are in such form that they are readily negotiable, 
They are the most efficient method of facilitating payments yet 
invented and one which has made possible great economy in the use 
of gold. 

It may not be inopportune to mention here that London, before 
the War, was, and to a large extent to-day, is, the most important 
city in the world for the finance of trading operations. Millions 
of pounds’ worth of goods flow every year between countries with- 
out ever entering London and yet they are financed through tha 
centre. As one example: It is common for merchants in Portugal 
to import tea from India, which is shipped direct from Calcutta 
to Lisbon, and yet is financed through London. The importer in 
Lisbon asks his bank to arrange a letter of credit with its banking 
correspondent in London whereby the exporter in Calcutta may 
draw and negotiate drafts thereunder with the shipping documents 
attached and thus obtain his money on the spot. The bank mn 
Lisbon places the London bank in funds before the drafts have 
to be honoured and obtains reimbursement on its own account 
from the importer. 
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Bankruptcy Section 
Edited by A. H. OutHwaiteE, F.c.a. (Aust.) 


BUSINESS CONDUCTED BY TRUSTEE — STATE 
INCOME TAX ON PROFIT — “INCOME FROM 
PROPERTY” RATE 


In the October, 1936, issue of this journal there was published 
under the above headings a commentary upon the State Income 
Tax law which, as it then stood, charged at the property rate 
income representing profit derived by a trustee in bankruptcy from 
carrying on a retail shop business. In the particular case referred 
to, the Commissioner exercised his discretion upon an application 
by the trustee under the provisions of the Act relating to relief 
on the ground of hardship, and amended the assessment to the 
reduced personal exertion rate. 

It is satisfactory to report that an amended proviso to the 
definition of “Income from property” in the new State Act provides 
that income of the kind is to be treated as income from personal 
exertion. The proviso as amended reads as follows: 

“Provided that, if a business is carried on by a trustee within the meaning 
of section four of the Commonwealth Act known as the Bankruptcy Act 
1924-1933 or by beneficiaries or trustees who are beneficially entitled to any 
part of the income derived from such business, such part of the income 
shall be treated as income from personal exertion.” 


A SHAREBROKER’S BANKRUPTCY 


The February issue of this journal discussed the question of 
title to scrip pledged by a broker under varying circumstances of 
his possession of the scrip. Amongst other circumstances of such 
possession referred to was the case of scrip lodged by the client 
with the broker for sale with signed transfer in blank endorsed. 
The question was raised whether, in those circumstances, the client 
would not, by his conduct, be precluded, or estopped as the lawyers 
have it, from claiming that the scrip was his as against a bona fide 
purchaser or lender without notice of the conditions upon which 
the broker held the scrip. It appears from the following report 
of the Sydney Morning Herald of January 20 last that the matter 
is to be tested in the Equity Court upon an application by a client 
of K. B. Docker, a bankrupt broker, for an injunction to restrain 
a company from registering a transfer of shares to a lender who 
had accepted the client’s scrip and transfer as security for a loan to 
Docker. 

“(Before Mr. Acting Justice Windeyer.) 
“VALIDITY OF SHARE TRANSFER 

“By consent an order was made continuing to the hearing an injunction 

restraining New South Wales Blue Metal Quarries Ltd., from registering 


the Australian Investment Trust Ltd. as holder of 100 shares at present 
standing in the books of the company in the name of Cecilia Affleck Mac- 
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farlane, plaintiff in the suit. The defendants are each of the companies 
named, and the official receiver of the estate of Keith Brougham Docker. 
“Plaintiff, by her statement of claim, sets out that in July, 1935, she 
purchased 100 shares in Blue Metal Quarries Ltd., through Keith Brougham 
Docker, who was then carrying on business as a sharebroker. The share 
certificate was received by Docker, and to enable him to sell and complete 
transfer plaintiff says that she signed a form of transfer on the back of 
the certificate which was left with him. She says, further, that without 
instructions or consent by her, he recently transferred the shares, but by 
way of mortgage only, to the Australian Investment Trust Ltd., its name 
being filled in as transferee on the back of the certificate. The certificate 
had since been lodged by the transferee with Blue Metal Quarries Ltd. for 
transfer. Plaintiff seeks a declaration that the alleged transfer of the 
shares to the Australian Investment Trust is void.” ; 
The matter is of interest to trustees in bankruptcy, as, if it is 
held that the lender acquired a good title as mortgagee to the 
shares, it may follow that any surplus from realisation of these 
shares along, possibly, with additional securities, will belong to the 
bankrupt estate and not to the client. If it were a matter of a single 
advance and pledge of a client’s scrip as security it would seem a 
simple matter to say that the official receiver cannot do more than 
step into the bankrupt’s shoes, and that, even if the lender has a 
good security (which is disputed in this case), any surplus on 
realisation must belong to the client. But the probabilities are 
that the transaction is one of a series, that other advances and other 
securities are involved, and it may be that in the welter of conflict- 
ing interests the official receiver will come into something out of 


the wreck. 


The result of the trial will be awaited with interest. 


THREE YEARS FOR NEGLECT! 


The frequency of substantial sentences of imprisonment of bank- 
rupts for having failed to keep proper books of account draws 
attention to the severity of the punishment in relation to the nature 
of the offence. You can put the boot into the interfering “cop.” till 
he’s nearly past praying for, you can bump off a few pedestrians by 
driving under the influence, or you can sock the wife to your 
heart’s content, and get less than the three years’ jug provided by 
Section 209 (g) of our Bankruptcy Act. Of course, there’s no 
stigma attaching to bankruptcy under this gentle Act. That is an 
axiom of no less authority than the Parliamentary Committee on 
Bankruptcy, but whatever other views may be held notwithstand- 
ing that authority the matter is beside the point of this present 
discussion. 

Punishment by imprisonment for crime is, broadly speaking, 
based upon evil intention of the wrongdoer to injure the com- 
munity or some individual member thereof, but the punishment 
directed by Section 209 of the Bankruptcy Act to be imposed upon 
conviction of an offender has as its basis no such evil intent. In 
fact, failure to keep proper books is not in itself an offence under 
any law of the land: it is that failure combined with subsequent 
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bankruptcy which constitutes the crime. So that the casual indi- 
vidual who keeps no books and yet pays his way is no criminal, but 
his equally, or perhaps less, casual neighbour who falls upon evil 
times and becomes bankrupt thereby becomes a criminal, and may 
get three years for his crime. So that “being a bankrupt” (the 
initial words of the Sub-section) is the real gravamen of the 
offence, and we are not after all so far advanced as we like to 
think from the days of imprisonment for debt. 

Looking more closely at the Sub-section we find that the books 
which every one who borrows money or purchases on credit must 
keep for fear of gaol are “such books of account as are usual in 
the business carried on by him and as sufficiently disclose his 
business transactions and financial position during any period with- 
in the five years preceding his bankruptcy.” The words in italics 
can mean nothing but that the bankrupt must have kept books 
recording his assets and liabilities continuously posted throughout 
the five-year period. It is safe to say that not one per cent. of 
small country or suburban storekeepers, and no farmer, keeps any 
such books. But these are all potential criminals, and liable, in 
event of bankruptcy, to serve a term of three years’ imprisonment. 

The Sub-section, it may be observed, is unmistakably definite 
as to the constitution of the offence. Two elements, and two only, 
are necessary—omission to keep books of the specified kind, and 
bankruptcy. Nothing is said as to intention to defeat or delay 
creditors, or other evil intent or wilful neglect. On the contrary, 
the crime is one of pure omission combined with bankruptcy, which 
latter is as often as not pure misfortune or incompetence. 


“PENALTY: THREE YEARS’ IMPRISONMENT.” 


A MAN OF PARTS 


The following is from a recent issue of the Sydney Morning 
Herald: 

“A long and varied list of occupations was recorded by Bernard Moane, 
motor mechanic, who was granted a discharge by the Registrar in Bank- 
tuptcy (Mr. Keaney) yesterday. 

“Moane told the Registrar that since his bankruptcy in 1925 he had 
been a labourer, a scrub-cutter, a prospector, a rabbit trapper, a ringbarker, 
a dingo shooter, a kangaroo shooter, a crocodile shooter, a buffalo shooter, 
a potato digger, a harvester, a tractor driver, a picker-up and a press hand 
ina shearing shed, and a cattle ringer. i 

“His liabilities at the time of his bankruptcy had been £88, and nothing 
had been realised for his creditors.” : 

When Mr. Moane gets his certificate, if he wishes further to 
indulge his hobby for precarious and unprofitable callings, 
he might, as an expert marksman, have a shot at the profes- 
sion of a trustee in bankruptcy. He can rest assured that upon his 
application for registration, no such irrelevancies as training and 
experience will be raised at the hearing, but, should any such 
enquiry mistakenly be permitted on the ground of remote possi- 
bility that inexperience may affect the welfare of his future clients, 
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Mr. Moane will have as a complete answer the personal experience 
of his own passage through the Court. As we have it on the best 
authority that such an episode leaves no stigma of any kind, it 
could safely be given in evidence simply as an item of invaluable 
familiarity with sequestration from start to finish. 


“JUST A MINUTE” 


One Paul Sekel was recently charged before His Honour Mr. 
Justice Lukin with having obtained credit for £66/6/- without 
disclosing that he was an undischarged bankrupt. The Section— 
211 (a)—under which Sekel was charged provides a maximum 
penalty of one year’s imprisonment for such non-disclosure when 
obtaining credit for £20 or upwards, and constitutes one of many 
little drawbacks or restrictions which lead to the popular but (so 
we have been told) misguided opinion that bankruptcy involves a 
stigma that does not accompany other forms of arrangement of a 
debtor’s affairs. 

His Honour took the view that Sekel, a foreigner, who by the 
way had paid £38 of the debt incurred, was not conscious that 
he was committing an offence, and that there was no intention to 
defraud, and sentenced him to one minute’s imprisonment, adding 
“that minute having now expired, I discharge you.” If Sekel does 
not restrict his future business transactions to a strictly cash basis 
he will doubtless run the risk of having the sentence doubled fora 
second offence. 


The Form of Published Accounts of Companies 


Interesting suggestions for improvement in the form and content 
of published accounts of companies were made in a lecture by 
Mr. R. Glynne Williams, a.c.a., reported in The Incorporated 
Accountants’ Journal for February, 1936. 

Dealing with the profit and loss account, Mr. Williams said: 


“In so far as members of the accountancy profession are con- 
cerned, although there appears to be a considerable diversity of 
opinion as to the amount of information that should be disclosed 
in the profit and loss account and the principles that should be 
followed in its preparation, it is desirable that members of the 
profession should make up their minds on these points and advise 
directors to disclose, apart from the normal appropriations of 
profit, the amount of each of the following items: 


“(1) The actual trading profit, after deduction of normal 
expenditure. 

“(2) Remuneration paid to all directors. 

“(3) Total income from investments, particularly from sub- 
sidiary and associated companies. 

“(4) Total provision for depreciation. 
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“(5) Abnormal debits or credits of a non-trading nature. 
“(6) Transfers to and from reserves.” 


As to the balance sheet, he thought that shareholders might be 
jymished with a more lucid statement of the position of the 
company if a re-drafted balance-sheet, in some such form as one 
of the following illustrations, were issued as a supplement to the 


ysual form. 
Illustration A 


Total Fixed Assets (stating separately tangible and 
intangible assets), Jess depreciation provisions, 
as shown by balance sheet, at end of year .. 


Add Total Floating Assets, as shown brags balance 
sheet, at end of year .. : 


Deduct Total Liabilities (excluding Debentures) 
and specific provisions, as shown sal balance 
sheet, at end of year .. .. . 

Excess of assets over liabilities and specific provisions 


This is represented by— 
Total Debenture Issues .. 
Total Issued Share Capital . 


Total of the General or Pose Reserves (inclu 
ing balance of Profit and Loss Account) . 


Illustration B 
(Debit Side) 


Current External Liabilities .. - 
Balance Working Capital carried down ie 


Funded Liabilities .. 
Surplus of Tangible Acute ¢ over . External Liabili- 
DURIMINEE 4 ce oe a6 60 0d 0o 60 00 08 


Issued Share Capital .. 
General and Free Reserves .. 
Profit and Loss Account .. 


£ 
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(Credit Side} 
Liquid and Floating Assets .. 


Working Capital aregmibe down .. 
Fixed Assets .. 


Surplus of Tangible Assets brought down .. 
Intangible Assets .. Sah we an 
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